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BY THE COMPTROLLER GENERAL '

Report To The Congress

OF THE UNITED STATES sl

Does The Federal Incentive
Awards Program Improve Productivity?

Continued use of the Goverment Employees
[ncentive Awards Program in its present form
at most agencies may have a more negative
impact on employee productivity than would
having no awards program at all.

Some aspects of Federal agency awards
programs should be modified; others should
be strengthened to include the following
essential components:

--A linkage with organizational goals and
objectives.

--An objective performance evaluation
system.

--Managers who know how to use and are
motivated to use incentive awards.

--Awards that are timely and relevant.

--An annual evaluation of the program’s
results.

The Civil Service Reform Act of 1978
provides a framework for significant change,
but its success will depend on individual
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20548

B-163762

To the President of the Senate and the
Speaker of the House of Representatives

This report is one of several responses to a request by
the Chairwoman, Subcommittee on Manpower and Housing, House
Committee on Government Operations, that we review various
aspects of the Federal personnel system. It discusses a
number of changes that should be made in the way Federal
employees are rewarded for work contributions which exceed
normal performance requirements. One potential change in-
volves the quality step increase. Unless the ambiguities
now plaguing the program can be corrected, we recommend elim-
inating Section 5336, United States Code which provides the
authority to give additional within-grade increases for high-
quality performance. We are also recommending that the
Congress allow agencies to retain a portion of all productiv-
ity gains to be used for increasing incentive awards program
funding.

As requested by the Chairwoman's office, we did obtain
formal comments from the Office of Personnel Management but
not from other Federal agencies mentioned in the report.
However, we discussed our results with agency officials and
considered their comments in preparing the report.

We are sending copies of this report to the Director,
Office of Management and Budget; the Director, Office of
Personnel Management; the Chairmen, Senate Committee on
Governmental Affairs and House Committee on Post Office and
Civil Service; and the heads of the nine agencies whose

incentive awards programs we reviewed.
-tcu-u%

Comptroller General
of the United States







COMPTROLLER GENERAL'S DOES THE FEDERAL INCENTIVE
REPORT TO THE CONGRESS AWARDS PROGRAM IMPROVE
PRODUCTIVITY?

The Federal Government tries to encourage
its employees to improve their work perfor-
mance through the use of incentive awards
and quality pay increases by

--recognizing work exceeding normal
performance requirements and

--improving the effectiveness, efficiency,
economy, or other aspects of Government
operations.

A GAO questionnaire sent to employees deter-
mined that:

--Sixty percent felt their organization's
program did little, or nothing at all,
to change their job motivation.

--Forty percent said the current awards
program makes little or no contribution
to their specific work group's productivity.

~-One-third believe that improving their
performance would probably not affect
their opportunity to receive an award.

--Sixty percent are not sure cash awards
are usually presented to those who are
the most deserving.

GAO's analysis of the performance character-
istics of employees receiving sustained su-
perior performance awards and quality step
increases also showed that 16 percent of

the average performers and almost 2 percent
of the below-average performers received
awards.

The problems exist because agency programs
do not provide for these basic, but essen-
tial components:
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-—-A direct linkage with specific organiza-
tional goals and objectives.

--An objective system for setting and com-
municating employee work expectations and
measuring performance contributions.

--Managers who know how to use, and are
motivated to use, the program.

-—-Awards that are timely and relevant to
employees' needs but do not become part
of the basic salary rate.

--An annual evaluation of the program's
results.

Despite these indications of an ineffective
program, 58 percent of the employees said
they would substantially improve their per-
formance if incentives were meaningful and
properly administered, understandable, rele-
vant to their values, fair in proportion to
their contribution, predictable according

to performance, administered equitably, and
timely. These employees will be motivated
to seek ways of improving their performance,
and the agencies will benefit through higher
productivity and achievement of organiza-
tional goals.

While promotions are generally considered

the most useful award, quality step increases
were the most commonly granted forms of cash
recognition at the activities reviewed. GAO's
work has found that many managers indiscrimi-
nantly substitute quality increases for incen-
tive awards without regard for the more strin-
gent quality increase requirements.

GAO believes the misuse of quality step in-
creases should be corrected. If not, quality
step increases should be discontinued.

The Civil Service Reform Act of 1978 is a
positive step in the formal linkage of in-
centive awards and employee performance.
However, this new legislation provides only

a framework for change, not the change itself.

ii




It will still be incumbent upon each
supervisor and manager to make a conscien-
tious effort to directly tie incentive
awards to employee performance--a responsi-
bility that is not new, but one that has
not always been effectively carried out.

RECOMMENDATIONS

(
B/ The Director, Office of Personnel Management,
should take immediate action to improve the
Government Employees' Incentive Awards Pro-
gram. Specifically, he should revise Chapter
451 of the Federal Personnel Manual as follows:

--Require that agency incentive awards plans
be reviewed and approved by the Office; and
that a condition of approval be that the
plan include, as a minimum, the criteria
for an effective program as discussed in
this report.

--Provide that an agency shall take whatever
corrective action that may be required
by the Director, Office of Personnel
Management, if the Director determines
that agency's incentive awards plan does
not comply with Office guidance.

--Update provisions which suggest appropri-
ate cash award amounts for different grade
levels and provide necessary technical
assistance to agencies so that more rele-
vant award scales can be established.

--Provide guidance for developing different
types of awards as alternatives to conven-
tional cash and honorary awards.

C GAO recommends that the Congress require the

Gﬁ Director, Office of Personnel Management, to

// either (1) ensure the granting of quality
step increases in-accordance with the Federal
Personnel Manual and demonstrate that this
has been accomplished or (2) if unable to so
demonstrate, terminate quality step increases
and merge the funds previously available for
this purpose with funds for the incentive
awards program for those not covered by the
Senior Executive Service and Merit Pay pro-
visions of the Civil Service Reform Act.
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The Congress should also allow agencies to
retain a portion of all productivity gains
to be used for increasing incentive awards
program funding.

AGENCY COMMENTS

As requested by the Subcommittee, GAO did
obtain written comments from the Civil Ser-
vice Commission, (predecessor to the Office
of Personnel Management), but not from other
agencies referred to in the report. GAO did,
however, informally discuss its findings
with agency officials and has included their
comments, as well as those of the Commission,
where appropriate.

Although the Commission agrees that the
effectiveness of the Federal Incentive
Awards Program in contributing to improved
Government operations can be increased sig-
nificantly, it did not concur with two of
the recommendations included in the draft
report. The recommendations to (1) sus-
pend an agency's authority to grant awards
and (2) pass legislation to repeal authority
to grant quality step increases have been
reconsidered and modified.

Civil Service Commission comments are in-
cluded in appendix VII.
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CHAPTER 1

INTRODUCTION

Simply put, productivity is the ratio of resource inputs
(capital, material, and labor) to production outputs. As
resources are used more efficiently, this ratio is improved.

In the public sector where service delivery is the primary
output, the predominant input is human resources. Accordingly,
a major determinant of productivity gains is 1mproved employee
work performance.

Federal Government performance is one critical part of
our national productivity improvement effort. It has a per-
vasive impact, both directly, through ongoing programs admin-
istered by various agencies, and indirectly, through taxes,
subsidies, regulations, fiscal policies, and the like.
Between 1967 and 1977, the Federal Government's productivity
increased an average of 1.3 percent annually. With Federal
civilian employee compensation and benefits approaching $50
billion, this limited growth is a concern to the President,
the Congress, and the general public.

Few will disagree that Government productivity can be
improved. But the question, "why aren't greater improvements
being made?" remains. In our opinion, it is not because
Government employees do not want to work or be more produc-
tive, but that managers and employees are not always effec-
tively working together to improve the way work is accom-
plished and then sharing in the increased productivity bene-
fits.

INCENTIVE AWARDS CAN IMPROVE PRODUCTIVITY

A 1975 National Science Foundation-supported study at
New York University investigated worker motivation, produc-
tivity, and job satisfaction and found that the principal
factor which helped to create highly productive and satisfied
workers was recognition and reward for effective performance.
The study concluded that the reward should be whatever is
meaningful to the employee, be it financial or psychological,
or both. 1Independently, for the same reason, the Federal
Government has established an incentive awards program to
encourage its employees to improve their performance by
giving both cash and honorary awards.

The two basic laws that provide for this recognition are
the Government Employees' Incentive Awards Act of 1954 and
the Federal Salary Reform Act of 1962. Both laws recognize
that employees should be rewarded for work contributions
which substantially exceed normal performance requirements




and improve the effectiveness, efficiency, economy, or other
aspects of Government operations. A history of the use of
incentive awards in the Federal Government is included in
appendix I.

The Government Employees' Incentive Awards Program
provides for recognizing and rewarding all civilian employees
for performance exceeding job requirements. These special
achievement awards are either honorary or one-time, lump-sum
cash awards. Although permanent within-grade salary increases
for quality performance, authorized by the Federal Salary
Reform Act of 1962, are not officially part of the Incentive
Awards Program, they also are considered by most managers to
be a performance award similar to those provided for under
the 1954 Incentive Awards Act. However, unlike awards pro-
vided under the 1954 act, quality increases do not apply to
all categories of civilian employees.

Criteria for granting these awards

The Federal Personnel Manual defines a "special achieve-
ment award" as an award granted for performance exceeding job
requirements, either on a particular assignment or over a
sustained period. It defines a "quality increase" as an award
to an employee who displays continuing high-quality perfor-
mance--performance of all the most important job functions in
a manner that substantially exceeds normal requirements. The
manual states that a major distinguishing factor between the
two awards is whether the high performance is continuing.

Program administration and
responsibilities and costs

The Commission establishes principles and standards for
administering the awards program, delegates to agency heads
the authority to establish and operate programs, assists
agency officials in developing them, and reviews their opera-
tion.

During fiscal year 1977 Federal employees received about
$34.6 million in quality pay increases (estimated first-year
cost 1/; 62,700, or about 3.1 per 100 employees, were dgranted)

1/Although the eventual cost of a quality increase cannot be
computed because it depends on such variables as grade
level, step-in-grade, and subsequent promotions, the Civil
Service Commission estimates the costs will continue for an
average of 4 years. Accordingly, the quality increases
given during fiscal year 1977 could cost as much as $138.4
million.




and $28.5 million in special achievement awards (147,170, or
about 4.4 per 100 employees, were granted. According to the
Civil Service Commission 1/ about $900,000 of the achievement
awards can be directly related to measurable benefits to the
Government of $150.9 million. The balance of the award money
was given for employee contributions that had produced intan-
gible benefits. The Commission also reports that during fis-
cal years 1975 through 1977, first-year measurable benefits
from employee achievements beyond job responsibilities aver-
aged $156 million.

Neither the agencies nor the Commission maintain records
from which award program administration costs can be readily
identified. Such costs would include supplies and salaries
of full- and part-time personnel involved in the program.

The most recent estimate of Government-wide administration
costs was made in 1967 by the House Committee on Post Office
and Civil Service. At that time, the costs for fiscal year
1966 were estimated to be about $12.3 million.

The Commission has indicated that they have made attempts
to determine administrative costs, but have been unsuccessful
because of differences in program administration throughout
the Government. However, we were told a further effort to
determine program costs is underway. The Commission believes
there is a net return to the Government of tangible benefits
at the rate of almost $4 for every $1 granted in awards.

REVIEW PURPOSE

The statutory framework for Federal agencies' incentive
awards programs is almost 25 years old. Because of our con-
tinuing concern for productivity in Government, and at the re-
quest of the Manpower and Housing Subcommittee of the House
Committee on Government Operations, we reviewed 13 awards
programs to determine if the

--law is providing a workable legislative framework in
today's Federal personnel management environment, and

--Federal agencies' awards programs are effectively
meeting the congressional objective of improved Gov-
ernment operations.

1/The new Office of Personnel Management.




This report discusses the progress made since November
1973 in rewarding employee meritorious work performance.
We issued a report then entitled, "Improving the Effective-
ness of the Government Employees' Incentive Awards Program"
(B-166802), which also reviewed various aspects of the pro-
gram. We will identify program improvement opportunities
which we believe will stimulate employee motivation and
improve Government productivity. Other GAO reports related
to matters discussed in this report are summarized in appen-
dix ITI.

REVIEW SCOPE

We reviewed Chapter 45, Title 5, United States Code,
the legislative history, and Civil Service Commission regula-
tions and instructions for administration of the Government
Employees' Incentive Awards Program. We also evaluated the
awards program (except suggestion awards) and their implemen-
tation in 13 Federal activities. The programs were used dur-
ing fiscal year 1977 by organizational units of the Environ-
mental Protection Agency (EPA), Federal Bureau of Investigation
(FBI), Federal Home Loan Bank Board (FHLBB), Geological Survey,
Department of the Navy, Patent and Trademark Office, Securities
and Exchange Commission (SEC), Social Security Administration
(SsA), and the Veterans Administration (VA).

We selected these agencies because they each (1) repre-
sent organizations of varying size, (2) differ in the number
of awards given, and (3) seem to represent the following four
general categories of Government activity identified by
McKinsey & Company, Inc., in a January 1977 report prepared
for the National Center for Productivity and Quality of
Working Life.

—-~-Workload-driven production and service activities
which are similar to private sector activities where
the work required to be done is not controllable but
is readily measurable.

-~Level of effort service activities where the desired
optimum level of service vs. costs is made by judgment
during the planning and budgetary cycle.

-~Grant and loan administration activities where the
Federal Government is the financier for recipients
or third parties who have expenditure oversight.
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--Planning, administration, support, liaison, and control
activities (overhead) that relate to the management of
government.

Review work was performed at the agencies' Washington
headquarters and field offices or installations located in
Alexandria, Arlington, and Reston, Virginia; Long Beach,
Menlo Park, San Diego, and San Francisco, California; and
New York City. We obtained the views of managers, supervi-
sors, and employees as well as the agency practices related
to the awards program through award analysis, personal inter-
views, and the use of two questionnaires. Appendix III con-
tains a copy of our supervisor and employee questionnaires
and describes the methodology used in our statistical analy-
sis.

We also reviewed available literature, research studies,
reports, and other information on current practices in reward-
ing employees in the private sector. Appendix IV includes
the names of private organizations contacted regarding their
incentive programs.

Finally, we held informal discussions with agency offi-
cials concerning our findings as they pertained to their
agencies and discussed Government-wide implications with Civil
Service Commission officials.




CHAPTER 2

INCENTIVE AWARDS PROGRAM COULD HAVE A GREATER

IMPACT ON IMPROVING PRODUCTIVITY

Although incentive awards are not a substitute for good
management, a properly designed and used awards program can
help stimulate employees' motivation, with resultant improve-
ments in an organization's productivity. Management writings
concerned with employee motivation and our own observations
indicate an effective awards program should include at least
the following essential components.

--A direct linkage with specific organizational goals
and objectives. :

--An objective system for setting and communicating
employee work expectations and measuring performance
contributions.

--Managers who know how to use, and are motivated to
use, the program.

--Awards that are timely and relevant to employees'
needs, but which do not become part of the basic
salary rate.

--An annual evaluation of the program's results.

However, 11 of the 13 incentive awards programs we
reviewed at 9 agencies had few, if any, of these essential
components. As a result, most of these programs have not
yet begun to reach their full potential in terms of increasing
organizational productivity and providing employee self-
satisfaction. In fact, their continued use may have more
negative impact on employee morale and incentive to increase
productivity than having no awards program.

Although we cannot statistically project the results of
our review Govermnment-wide, because we found these conditions
at a number of agencies, 'we believe the ineffectiveness of
the awards program at the activities reviewed is symptomatic
of the program's condition throughout the Federal Government.
Consequently, we suspect most agency managers are missing
the opportunity to realize additional productivity gains
which are readily obtainable through a well-designed and
administered program. An indication of this lost opportunity




is that over one-half of the employees responding to our
questionnaire indicated they would substantially improve

their performance if they (1) understood the linkage between
awards and performance and (2) believed that meaningful awards
were periodically given for exceeding normal job requirements.
In fact, such improvements have been realized in Government
organizations where employees know performance and award
regquirements.

PRODUCTIVITY GAINS RESULT
FROM AN EFFECTIVE AWARDS PROGRAM

Many case studies have been documented of Government
activities and private sector companies obtaining signifi-
cant productivity increases through the use of an incentive
awards program. Manufacturing operations have increased
productivity by as much as 20 percent by using incentive
programs. Similar studies covering top management officials
and professional employees show a 5- to l0-percent increase
in productivity.

Although there is a direct and frequently measurable re-
lationship between an incentive program and an organization's
productivity, incentives alone will not bring about higher
productivity. Some organizations have erred in the past by
assuming that incentives would, by themselves, increase pro-
ductivity. Incentives obviously are not a substitute for good
management; rather they are part of a management system's
approach to obtaining higher productivity levels. But we
believe it is equally incorrect to assume that an effective
work force or higher productivity levels could exist without
having an effective incentive awards program.

One Department of the Navy activity we reviewed is a
good example of the productivity gains that can result from
an effective incentive awards program. Low productivity,
leave abuse, high turnover, and low morale among data tran-
scribers were serious problems at a West Coast naval shipyard.
In an endeavor to correct the problem areas, Navy research
specialists were called upon in 1976 to develop an awards
program.

Working with shipyard managers, the research specialists
set the specific goals of the program to increase individual
employee output and reduce overtime and work backlog. In
designing the program, Navy officials interviewed employees
to determine (1) if they perceived themselves capable of in-
creasing performance if meaningful incentives were available
and (2) what types of awards would be an incentive to improve
performance. Performance standards and performance measure-
ment systems were then developed which identified individual




performance achieved in terms of quantity and quality. This
measurement system enabled the Navy to identify and award
employees whose individual performance exceeded normal expec-

tations.

The amount of an award is determined on a weekly basis
by comparing the employee's actual performance to the stand-
ard. The award amount is equal to 11 percent of the cost
savings and is paid the employee by a monthly check sepa-
rate from the normal payroll check.

During the first year the new incentive program was
used, productivity increased 18 percent. In addition, over-
time requirements which had previously averaged 54 hours per
week were virtually eliminated and a significant work back-
log was eliminated. Because of the improvements at the first
shipyard, the program was implemented at another West Coast
shipyard with the same positive results. The Navy is cur-
rently trying to implement a similar program for all instal-
lations employing data transcribers. They have projected
minimum annual cost savings of $920,000.

Similarly, the Patent Office has experienced problems
over the years with a work backlog that has resulted in
lengthy processing times for patent issuance. Patent Office
officials have also developed and implemented an incentive
program which was linked to their goal of issuing timely
and valid patents. To achieve this overall goal, production
goals by employee grade level and complexity factors by type
of patent were negotiated between management and the union.
Awards are granted to patent examiners based on the extent
to which individual output exceeds established goals.

Patent Office criteria require that examiners must
exceed their own personal performance goal by at least 10
percent before they can be considered for an award. However,
other factors are also considered before an award is given.
For example, the award recommendation must (1) indicate that
the employee's performance is at least satisfactory in all
other job elements and (2) make specific reference to such
factors as personal conduct and compliance with office pro-
grams and policies.

During fiscal year 1977 about 40 percent of the examiners
exceeded their goals and received awards. Because the issu-
ance of quality as well as timely patents is a continuing
concern of Patent officials, they are currently trying to
develop quality measures to be included in their incentive
program.




Many examples can be cited of the effective use of incen-
tive programs by companies in the private sector. These pro-
grams typically contribute towards a productivity growth of
from 10 to 20 percent. One manufacturing company we visited
has experienced a productivity growth of 30 percent since im-
plementing both an individual and group incentive awards plan.

The goal of both plans was, of course, to increase
employee work output. Under the individual plan, a standard
output per hour was developed and employees' incentive pay
was based on the amount of output over the standard. Since
inception of the plan 6 years ago, productivity has increased
and unit cost has decreased. On the other hand, the group
plan uses overall company performance as a standard produc-
tivity level. Savings resulting from productivity increases
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EMPLOYEES' ATTITUDE AFFECTS PERFORMANCE

If it is correct that an effective incentive awards pro—
gram can be used to make positive changes in employees' work
behavior, attitude, and performance; then it is equally true
that a program which motivates people to do the wrong things
is a disincentive. Employees will generally produce well or
poorly based on their view of their work and work environ-
ment. Our data shows that Federal managers are using awards
in such an inconsistent manner that employees' attitudes
toward the program are often turned "off" rather than "on."

--Sixty percent of the employees said their agency's
awards program does little, or nothing at all, to
affect their job motivation.

--Forty percent of the employees said the current
awards program makes little or no contribution to
their specific work group's productivity.

~-=-One-third of the employees believe that improving
their performance would probably not affect their
opportunity to receive an award.

Why do employees feel this way? One contributing reason
is detailed in the following table--when asked whether cash
awards are usually presented to those who are the most deserv-
ing, the majority of employees at seven of the nine agencies
we reviewed responded no, or that they were not sure,.




PERCENT OF EMPLOYEES BELIEVING CASH AWARDS
USUALLY PRESENTED TO MOST DESERVING

AGENCY

EPA

FBI

A AARI AR L AN AN
OG0
POGLSIROCO

FHLBB

SURVEY

NAVY

PATENT

SeC

YES
NO
NOT SURE

SSA

VA

86 a¢ 106
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Many individuals who responded to our questionnaire
shared their perceptions as to why some fellow employees
receive awards, and others do not. The following comments
are representative:

"In my opinion, the awards that I have seen
presented were received for two reasons (1)
friendship or favoritism and (2) to pacify,
and not for quantity and quality of work."

* * * * *

"In my view awards are given in direct propor-
tion to the amount of politics the employee
involves himself with his supervisors. Perform-
ance has less than 50 percent to do with the
willingness of a first-level supervisor to

put an employee in for an award."

* * * * *

"Incentive awards have been made to selected
individuals in our group, but none have been
presented in the presence of the group, nor
were reasons for the selections made known."

* * * * *

"I feel that in our district, awards are
given to the chosen employees who are being
groomed for some kind of advancement."

Giving incentive awards based on factors other than em—
ployee performance has a negative impact on employee morale.
Employees observe that management has priorities other than
individual performance. Accordingly, the incentive to im-
prove performance and overall organizational productivity
may be destroyed. We believe the continued use of such an
ineffective program may be worse than having no awards prc-—
gram.

PERFORMANCE RECOGNITION IS INCONSISTENT

To determine the validity of this negative employee per-
ception as to who gets an award, we analyzed the performance
characteristics of employees receiving sustained superior
performance awards and quality step increases at 13 activi-
ties during fiscal year 1977. With the exception of the
Navy and the Patent Office, which made awards to 100 and 95
percent, respectively, of their above-average performers,

83 percent of the award recipients at the remaining activities
were rated above-average, 16 percent were average, and almost
2 percent were below-average performers. Neither we nor




agency officials could determine if award recipients were

the only employees whose performance made significant contri-
butions to the organization because performance evaluation
results which identified more than minimum acceptable per-
formance levels were not known.

Because 11 of the 13 activities did not identify perform-
ance levels achieved for all employees in relation to perform-
ance necessary to receive an award, we asked supervisors to
identify the performance level achieved for a random sample
of all employees. We used this information to help us deter-
mine if these activities were granting awards to all individ-
uvals who qualified for them. The performance levels identi~
fied were summarized as follows.

Ratings of Random Sample of All Employees

Performance level Percent of
achieved sample
Above average 49
Average 44
Below average 7

Our sample analysis showed that 13 of the 49 percent rated
as above average actually received awards under the incentive
awards program. In addition, 6 percent of those rated average
and 1 percent of those rated below average also received awards.

Percentage of Employees Receiving Awards

Performance level group

Type of Above Below
Recognition average Average average
Quality step increase 6 2 -
Special achievement award 7 4 1

Total receiving awards 13 6 1
Promotion (note a) 20 15 8
Total recognized for

performance (note b) . 33 21

)

———— ——

a/Promotions were included as a type of recognition because
the majority of supervisors considered them an award for
above-average performance.

b/A few employees received more than one type of recognition.
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Managers indicated that most above-average performers
received no recognition under the awards program because
they:

--Will be rewarded with a promotion when a position is
available.

--Will be rewarded with career ladder promotions up to
the journey level.

--Received awards last year.
-~-Have a position which is considered award enough.

Employees' negative attitudes towards the incentive
awards program are a serious indicator that Federal managers
and supervisors are not always effectively using the program
to motivate employees to increase their productivity. Since
there is general agreement that a properly structured incen-
tive program can contribute to greater employee productivity,
we believe the Government is losing significant potential
for productivity growth. The next chapter of this report
addresses the causes of this problen.
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CHAPTER 3

AGENCY PRACTICES THAT CONTRIBUTE

TO AN INEFFECTIVE INCENTIVE AWARDS PROGRAM

The Civil Service Commission's role in administering
the Incentive Awards Act is to establish broad principles
and standards to guide Federal agencies. Agency officials
are responsible, with the Commission's help, for developing
and operating an effective awards program. Although each
agency included in our review had designed an awards program,
its effectiveness in contributing to improved Government
operations and employee self-satisfaction can be signifi-
cantly increased in each case. We believe most programs are
not as effective as they could be because they do not include
these essential program components:

--A linkage with organizational goals and objectives.
--An objective performance evaluation system.

--Managers who know to use, and are motivated to use,
incentive awards.

--Timely and relevant awards.
~--An annual evaluation.

NEED TO LINK AWARDS PROGRAM
TO AGENCY GOALS AND OBJECTIVES

Of the 13 activities reviewed, only the Navy activity
and the Patent Office have taken steps to incorporate speci-
fic organizational goals into their program. However, as
shown in the following table, where this linkage has been
made, managers and supervisors believe their program is help-
ing them achieve their organizational objectives.

Managers Believing Awards Program
Significantly Helps Achieve Agency Goals

Agency Percent
Environmental Protection Agency 7
Federal Bureau of Investigation 24
Federal Home Loan Bank Board 12
Geological Survey 0
Department of the Navy 67
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Patent Office 88

Securities and Exchange Commission 20
Social Security Administration 22
Veterans Administration 13

Although almost all agency managers endorsed the usefulness
of awards in promoting general organizational goals, they
could not specifically identify measurable productivity
benefits associated with their awards program.

Why aren't more managers using the incentive program to
help achieve specific organizational goals? Many managers
said they had not considered using the incentive program
to systematically relate employee performance to organiza-
tional goals. Other managers believed it would be too diffi-
cult to objectively measure their employees' performance
and relate awards to various levels of performance. Even
in agencies where the work is easy to measure, managers
generally believed employees would work to achieve only
minimum job requirements.

Goals can be linked to awards program

All but one Federal activity reviewed had (1) established
goals for managers in some of their organizational units and
(2) developed management information systems which related
actual performance to those goals. However, these systems are
not generally used to hold managers accountable or to reward
them on how well they achieve their goals. For example, one
agency has a management information system which identifies
and compares the performance of all regional offices against
preestablished goals. This system, however, is not linked to
the incentive program as a basis for rewarding managers. One
regional director said he has never received any feedback
from his superiors on how his performance compares to expec-
ted performance.

In contrast, private company officials told us their
incentive plans are linked to company goals and start at the
top where decisions are made, and then filter through the
management structure. Generally the goals for top managers
involve company profits and rates of return. These managers
are eligible for incentive awards based on how successful
the business is in meeting its goals and upon their personal
contributions to the success. At the start of the evalua-
tion period, relative values, both objective and subjective,
are identified and assigned for each manager. Achieved
values are then used to determine the individual's overall
performance level.
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The establishment of quantifiable goals for Government
agencies is readily considered to be more difficult than in
the private sector because of the type of services provided.
We believe, however, the effectiveness of an incentive awards
program is directly dependent upon the managers' ability to
link awards to goal achievement.

The process of establishing organizational gocals and
linking them to the awards program becomes even more impor-
tant now that the Civil Service Reform Act of 1978 has been
enacted. (See app. V for a summary of the act.) Under
the act, top and middle managers will be held accountable
for program success and be eligible for merit pay increases
and lump-sum cash awards based on how well they achieve their
goals. Before this can be done, however, agencies are re-
quired to define performance standards and develop performance
measures not only for managers, but for all employees. When
the goals are established at the start of a performance eval-
uation period, the awards program can be used as an incentive.
Once started, goal-setting and rewarding can be linked for
every employee at each organizational level.

NEED TO IMPROVE PERFORMANCE
EVALUATION SYSTEM

An incentive awards program allows management to (1)
recognize employees whose work performance has made signifi-
cant contributions to the organization and (2) motivate other
employees to provide similar performance. However, as noted
in chapter 2, in 11 of the 13 awards programs we reviewed,

18 percent of the performance awards were given to employees
that managers and supervisors had rated as average or below-
average performers. This situation has confused employees
about the level of performance management desires and the
performance level that will be rewarded.

In responding to our questionnaire, the administrator
of one agency shared the following insight as to why he
believes awards programs have not been very effective:

"In government, awards are not always given
regularly to high producers because these
people are not systematically identified.

The High Quality Increase and the one-time
cash award are more often considered by super-
visors to be an award only and not a tool to
motivate."
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"Awards should be based on regular evaluation

of performance based on performance standards.

Right now, very few areas have clear performance
standards. Appraisals are of questionable accuracy.
As a consequence, supervisors consider other than
performance issues in determining who to give an
award * * * v

Link not understood by most employees

The Patent Office and the one Navy activity we discussed

earlier were the only two organizations reviewed where indi-
vidual employee performance goals were set and where achieved
performance levels were used to identify award recipients.
As shown in the following table, employee understanding of
the work performance necessary to receive a cash award in
these two organizations was very high when compared to em-
ployee understanding in other agencies.

Employees' Understanding of Awards Criteria

Moderate Some Or no

Agency Good understanding understanding understanding
————————————————————— (percent)——=-—=emmommmm—e————
EPA 28 18 54
FBI 37 16 47
FHLBB 22 28 50
Geological
Survey 31 16 53
Navy 80 10 10
Patent Office 87 6 7
SEC 25 11 64
SSA 29 19 52
VA 45 11 44

Employees are not the only individuals who lack a clear
understanding of performance awards criteria. As shown in
the table on the next page, managers and supervisors in orga-
nizations where the linkage between performance and awards
has not been clearly identified are also confused about
awards criteria.
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Supervisors' Understanding of Awards Criteria

Good Moderate Some or no
understanding understanding understanding
Agency Cash Honorary Cash Honorary Cash Honorary
—————————————————— (percent)-—-——===—=———==—==—--
EPA 30 28 16 14 54 58
FBI 57 57 5 5 38 38
FHLBB 29 20 9 9 62 71
Geological
Survey 39 32 12 10 49 58
Navy 33 22 22 22 45 56
Patent
Office 93 59 4 4 3 37
SEC 33 20 17 17 50 63
SsA 39 31 13 13 48 56
VA 47 44 19 19 34 38

Managers reluctant to set
performance requirements

Writings about the effectiveness of incentive programs
highlight the need for employees to know not only performance
requirements, but also their achieved performance level.

This and prior GAO reviews have shown this information is not
always known to the Federal employee. Our March 3, 1978,
report entitled "Federal Employee Performance Rating Systems
Need Fundamental Changes" (FPCD-77-80)} indicated that although
agencies require supervisors to develop performance require-
ments, 88 percent of the 190 supervisors who were personally
contacted during that review had not done so. These super-
visors believed, among other things, that the process was
unnecessary, not required, too time consuming, or too diffi-
cult.

Managers and supervisors contacted during this review
attributed their reluctance to identify expected or achieved
performance levels of their employees to (1) hard-to-define
work quality and (2) a fear of loss of control over their
subordinates. Supervisors repeatedly expressed a fear that
employees would choose the minimum acceptable performance
level if allowed a choice.

Seventy-four percent of the supervisors responding to
our questionnaire, however, indicated they were evaluating
employee performance using their own unique combinations of
performance measurement information and subjective expec-
tations. The information they used included (1) subjective
performance observations, (2) performance planning data
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mutually established by the supervisor and employee, and (3)
various work production information systems. Nevertheless,
very few managers told employees of these requirements or
used achieved results based on them to identify award recip-
ients. By keeping performance-level criteria ambiguous,
managers have caused employees to distrust the award selec-
tion process.

Under the Civil Service Reform Act of 1978, however,
agency performance appraisal systems must establish perform-
ance standards based, to the extent practical, on objective
criteria. These standards and the critical elements related
to an employee's position are to be (1) communicated to the
employee at the beginning of the appraisal period and (2)
used in evaluating and rewarding performance. The act pro-
vides that this supervisor—-employee communication begin as
soon as practical, but not later than October 1, 1981.

Awards program can be linked to
existing performance information systems

Although each activity we reviewed could be using their
various performance information data bases to establish em-
ployee performance goals and identify potential award recip-
ients, most were using them only to justify the awards given,
after the fact. These data bases include performance
appraisals and performance measurement systems.

Performance appraisals

Performance appraisal systems which identify performance
levels expected as well as achieved by employees can provide
the linkage between awards and performance. Five of the nine
agencies that had low employee understanding of their agency's
award system have appraisal systems in some of their organi-
zations which could provide this linkage. However, these
appraisals have been used primarily to determine whether
an employee can and should be promoted. For example, the
Federal Home Loan Bank Board has a modified management-by-
objectives approach and key operating indicator system of
establishing performance goals and evaluating employee per-
formance. Under the system, an individual work plan is
negotiated with the supervisor describing the (1) employee's
key operations or objectives, (2) results expected, (3) as-
sistance required to get the job done, (4) priority of the
tasks, and (5) indicators that will signal to what degree
the expected results were achieved. The results of this
evaluation are linked to the career ladder promotion system,
but not the awards program. Award recipients at the FHLBB
are those employees who have teaching or other special as-
signments outside of their home organization.
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Performance measurement systems not always
tied to award programs

Seven of the nine agencies have employee work standards
for some of their organizational units. These standards are
used to measure units of production. Quality is expressed
in terms of accuracy, appearance of work, or general results
achieved. However, these standards are not always used to
establish specific performance level criteria which insure
award consideration for all employees.

In most organizations reviewed where standards have been
established, award justifications do include the employee's
performance in relation to standards. Yet the employees are
never told they could be eligible for an incentive award if
they reach a predetermined performance level. For example,
managers in SSA's Teleservice Center have translated office
goals and national performance standards into local standards
which identify minimum, average, and above-average quality
and quantity performance. However, the standards are not
being used to identify the linkage between performance and
awards for employees. Managers said they do not use the
standards for this purpose because employees do not want them.
Because of this lack of identification, however, less than
one-third of the SSA employees said they knew what perform—
ance level is necessary to obtain a cash award. And as for
the usefulness of their present awards program, 53 percent
of the employees said the program contributed nothing to their
particular work group's productivity.

Eleven of the activities measure employee output in
terms of quality and quantity. However, the results are not
linked to the awards program, as is the case at the one Navy
activity and the Patent Office. Most managers said that
quality was not identified and results were misleading
because standards are not updated and therefore could not be
used to identify award recipients.

The Patent Office awards program, however, uses perform-
ance results even though work quality is not part of the
formal system. Employees reviewing patents are awarded cash
bonuses if they exceed preestablished performance levels.
Quality is currently determined subjectively by the employ-
ee's supervisor. '

On the other hand, performance results for one division
of the Geological Survey's western region showed that one
work unit exceeded the performance of all other units by 30
percent over a 3-year period, yet the unit had never received
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an award for its outstanding performance. The division mana-
ger said the data did identify superior performance, but not
in all aspects of work. It was his opinion that an award
could not be supported. This manager's counterpart in another
region was using this same information to support awards for
his employees.

We believe performance measurement systems are essential
for monitoring and controlling an agency's workforce. How-
ever, this study and prior reviews by our agency have shown
that agencies have either not developed or have not effec-
tively used such systems. We have often been told by Federal
managers that it is impossible or impractical to measure
employee performance. In addition, past GAO recommendations
to link performance measures to pay and awards have been
answered with "show us how," from agency officials. We do
not agree with these perceptions and will show, in appendix
VI, how performance measurement can be applied to most
Government operations.  Our information is based on a 3~year
joint Civil Service Commission/General Accounting Office/
Office of Management and Budget project on productivity
measurement, and points out basic steps needed to develop
performance measures, using examples.

NEED FOR MANAGERS AND SUPERVISORS

The use of incentive awards is at the discretion of
each manager and supervisor. The manager's effective use of
awards then is dependent upon his or her familiarity with
the program, philosophy towards managing and awarding employ-
ees, and interest in making productivity-related performance
improvements. Most supervisors responding to our question-
naire indicated that various types of incentive awards are
useful in motivating employees to improve their performance.
However, only 26 percent of the employees who responded to
our questionnaire indicated that one-half or more of their
supervisors encouraged improved performance through the
granting of awards. Unfortunately, there appears to be
somewhat of a gap between what many supervisors believe can
be done to improve performance, and what actually occurs.

Reasons given by managers and supervisors for not using
awards included:

--Managers do not need to grant awards to encourage
improved performance.

--Employees generally do not perform at a high
enough level to deserve an award.
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--Employees in the career ladder are not eligible
for awards.

~--Preparation of award justifications takes too
much time.

For example, one manager who has recommended only a few awards
said that his work did not allow time to prepare award justi-
fications. He believes managers who grant many awards have
small workloads and thus, more time to prepare award justi-
fications.

Another reason managers gave for not using the awards
program as a tool to stimulate productivity improvements is
their perception of disincentives for making improvements.
Many of the managers interviewed during our recent study on
the use of productivity data in the budget process 1/ stated
that productivity improvements result in a penalty rather
than a reward. Examples of this included arbitrary across-
the-board staffing reductions and decreases in the next
year's budget to force continued productivity improvements.
The study concluded that the following incentives must be a
part of any new effort to encourage productivity improvement:

--Managers should be rewarded for achieving productiv-
ity improvements within their organizational unit.

--Organizations should be given a share in savings
produced through productivity improvements.

This latter incentive has been successfully used by the
Internal Revenue Service. They call it profit sharing and
use the technique with their regional managers. It works like
this. If a manager improves his or her organization's pro-
ductivity over a period of a year, he or she is given back
resources equal to about one-half of the annual savings.

The manager can use these resources as he or she deems ap-
propriate. We believe this concept is an important comple-
ment to an agency's incentive awards program because it en-
courages managers to use the program as a tool for
increasing productivity. If none of the savings brought
about by productivity improvements are given to the manager
to distribute as awards, further improvements may not occur.

To further strengthen the awards program, management
could use a part of the shared savings to increase the

1/"Improving Federal Agency Efficiency through the Use of
Productivity Data in the Budget Process," FGMSD-78-33,
May 10, 1978.
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incentive award allocations. Such a procedure would provide
more significant awards to those organizations doing a good
job in improving their productivity.

Incentive awards officer could
provide more assistance

Each agency we reviewed has delegated overall awards
program responsibilities to the personnel director. The
actual day-to-day program activities, however, are usually
performed as a collateral duty by an employee within the
personnel office. Each agency field location we visited also
has an incentive awards officer who spends an estimated 5
percent of his or her time on the awards program as a col-
lateral duty. Their primary responsibilities are processing
awards, arranging award ceremonies, and preparing an annual
statistical report to the Civil Service Commission. Agency
management generally views the awards program function pri-
marily as a clerical operation and is not inclined to assign
the program a high staffing priority.

With so little time and staff devoted to the awards
program, it is not difficult to understand why most agencies
do not have a more effective program. While staff having
awards program responsibilities should be actively working
with managers and supervisors to design a program that will
motivate employees and be linked to an organization's goals
and objectives, much of their time is taken up suggesting
to managers what the best wording is for an award justifi-
cation. Incentive program personnel should have a good
working knowledge and understanding of not only their organi-
zation and its functions, but also of the philosophy and
psychology of employee motivation. Most program personnel
do not meet this criteria. Instead of encouraging an ef-
fective program, some program personnel may hinder its devel-
opment, For example, one of the more successful incentive
programs we reviewed was designed and implemented over the
objections of the headquarters incentive officer who did not
believe the program met Commission requirements.

The Commission has provided guidance to agencies on the
staffing of incentive awards officer positions. This guid-
ance includes a sample position description which includes
many of the qualification and performance factors suggested
in this report. In addition, the Commission indicates 1t 1is
currently developing updated guidance in the form of repre-
sentative position descriptions for various organizational
levels. Agency officials need to use this guidance to pro-
vide more adequate awards program staff support.
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Another primary responsibility of the incentive awards
officer is to provide training for supervisors and managers
in motivating employees through the use of incentive awards.
As part of the 80 hours of supervisory training required by
the Commission, 1 to 2 hours are usually devoted to the
agency's incentive program. However, rather than instructing
managers on how they can use the program to encourage employ-
ees to achieve organizational goals, these 2 hours are spent
explaining that there is an awards program and informing
supervisors of how to nominate an employee for an award.

The Commission said its 1976 survey showed that 64 per-
cent of all Federal agencies were using Commission training
materials in providing incentive awards training to super-
visors, managers, and executives. Officials at most of the
agencies included in this review also stated that they give
incentive training during their supervisory training program.
However, 46 percent of all the managers and supervisors
responding to our questionnaire said they have never received
any incentive training, as illustrated in the graph below.

Of those managers and supervisors receiving incentive awards
training, 25 percent believed the training was a substantial
help to them and 35 percent believed it was of moderate help.
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In addition to providing training materials for incen-
tive awards programs, the Commission has also worked with the
Departments of the Navy; Health, Education, and Welfare; Com-
merce; and the Treasury to develop special programs for
employees in production operations.

NEED FOR RELEVANT AND TIMELY AWARDS

To stimulate performance improvement, incentive awards
should be both timely and relevant to employees' values,
Only the one Navy activity we reviewed, however, has deter-
mined what type of an award will best motivate its employees
and has established procedures to insure that awards are
timely.

Commission regulations and
agencies' policies restrict
flexibility of incentive awards

The Incentive Awards Act, as amended, authorizes agency
heads to grant cash awards of up to $10,000 ($25,000 with
approval of the Commission) for employees' superior accom-
plishments or other personal efforts which contribute to the
improvement of Government operations. It also authorizes
them to incur the necessary expense for the honorary recog-
nition of an employee's contribution. The law does not pre-
scribe the nature of these awards, but authorizes the Com-
mission to issue regulations and instructions to carry out
the intent of the law.

The Commission's policy in administering the act is to
establish broad principles and standards for an awards pro-
gram. These regulations, as implemented by the Federal Per-
sonnel Manual, include tables of cash amounts which, accord-
ing to the Commission, are appropriate awards for various
levels of contribution. The table of cash amounts for sus-
tained superior job performance, for example, ranges from
$100 at the lowest grade level to $350 maximum at the highest
grade level. Cash awards must be in the form of a direct
payment to an individual or group of employees.

Honorary awards, on the other hand, are limited by
regulation to a certificate, emblem, pin, or other item the
employee can wear or display.

Commission officials stated that the award categories
and award scales included in the manual are for guidance only
and do not have to be strictly followed by agency officials.
However, about 42 percent of the managers and supervisors
responding to our questionnaire believed Commission regula-
tions restricted revision of or adé@itions to their awards

25




program. As such, most agencies geared their awards closely
to the guidelines. Although alternative forms of award
are not provided for in the Federal Personnel Manual, a
majority of managers and supervisors in our sample indicated
such alternatives might stimulate improved performance.

What awards should be used?

Some awards come in the form of self-reward and result
from a feeling of satisfaction at having used one's abili-
ties creatively, and of receiving verbal or honorary recog-
nition for achievements. Other awards, such as extra pay
or additional time off, are tangible and provide the means
by which employees can satisfy needs not directly associated
with job tasks.

In reality, awards often include several of these vari-
ables. Since promotions can satisfy both job and non-job
related needs, most managers consider them to be the most
powerful form of award. However, not all organizations can
rely on promotional awards. Therefore, a key element of an
effective awards program is knowing what types of awards are
most appropriate for particular employee groups given the
characteristics of the work environment.

Awards not relevant
to recipient's values

Although cash is the most frequently used incentive
award, agencies have not determined for whom and to what
extent cash is an effective incentive to motivate perform-
ance. At the activities we reviewed, cash awards were being
given at all grade levels but were more likely to be given
to lower graded employees. Honorary awards, on the other
hand, went mostly to higher graded employees.

Cash awards more often went to lower graded employees
because it was believed that additional cash would be more
meaningful to this group than to higher graded employees
and thus, would be a greater incentive for improved perform-
ance. Higher graded employees usually received honorary
awards, because it was said this group was already paid
enough through salary.

This philosophy of motivating lower paid individuals
with money and higher paid employees with praise may have
some justification in the abstract. However, we believe
the difference between the motives of lower and higher
graded employees are not so universally distinct to warrant
such a generalized rationale. As shown in the table below,
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a high percentage of employees at all grade levels answering
our questionnaire thought cash could be an effective reward

if the amount were large enough to make a difference to the

individual.

Percentage of employees indicating

Grade cash can be an effective award
level Agree Neutral Disagree
GS~-1 to 6 55 18 27
GS-7 to 11 62 9 29
GS-12+ 73 9 18
Overall 65 11 24

As the table shows, many employees GS-12 and above also
favored cash. Thus, it appears the importance of a cash
award is not necessarily proportionate to the grade level.

Although 65 percent of the employees thought cash could
be an effective incentive to improve performance, just as
many said the amounts of cash awards currently being granted
were just sufficient or inadequate. Accordingly, we asked
employees to indicate the lowest dollar award amount it would
take to encourage them to improve their performance. The
table below shows the percentage of employee responses by
grade level.

Other

Pay amount

Grade level 1l day 1 week 1 month 1 quarter (note a)
———————————— (percent)—-—=m———==m———

GS-1 to 6 19 47 18 7 9
GS-7 to 11 11 46 26 4 13
GS-12+ 5 54 28 3 10
Overall 11 49 24 5 11

a/Dollar amounts indicated ranged from $10 to $5,000.

Since 49 percent of the employees responding to our
questionnaire indicated one week's salary would be an ade-
quate performance award, we compared equivalent weekly sala-
ries at various grade levels with the Commission's suggested
award range for sustained superior performance.
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General Equivalent weekly Max imum dollar

schedule salary (note a) award Dollar
grade Dollar Percent Dollar Percent difference
(note b) (note b)
GS 1-4 $153 1.9 $150 1.9 $ 3
GS 5-8 239 1.9 200 1.6 39
GS 9-11 338 1.9 250 1.4 88
GS 12-13 486 1.9 300 1.2 186
GS 14-18 809 1.9 350 .8 459

a/Calculated on the basis of the first step of the grade.
b/Percent of annual base salary.

In contrast, the average cash award Government-wide was about
$236 in fiscal year 1977, or about 1.3 percent of the average
annual general schedule salary. Private industry representa-
tives, on the other hand, told us their lump sum cash awards
are equal to at least 10 to 30 percent of the employee's base

pay.

To make incentive awards more meaningful and more equit-
able to those provided under the Civil Service Reform Act for
other employees, the Commission intends to provide new guid-
ance which will raise the suggested dollar amounts of per-
formance awards.

Promotions and QSIs
extensively used as awards

Federal managers and supervisors generally perceive
promotions and quality step increases (QSIs) as the most
beneficial awards and thus the most desirable form of recog-
nition for above-average employee performance. Both give
the employee more money than awards granted under the incen-
tive awards program. Technically though, neither promotions
nor QSIs are incentive awards because the purpose and selec-
tion criteria are different from those for incentive awards.
Thus, substitution or indiscriminate use of promotions and
quality step increases in place of incentive awards can dam-
age the integrity of each, and may diminish the usefulness
of incentive awards.

Promotions considered most
useful performance incentive

In our questionnaire we asked managers and supervisors
to rate the usefulness of various methods of motivating em-
ployees. The following table shows how respondents judged
the effect of promotions, QSIs, cash, and honorary awards
on motivating improved productivity.
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Very great or Moderate Little

substantial or somewhat or none
——————————————— (percent)—=—===—-=-———e———--
Promotions 88 10 2
Quality step 68 28 4
increases
Cash award 65 32 3
Honorary award 38 54 8

As the results indicate, managers and supervisors
believe promotions are the most effective award to motivate
employees. Some managers and supervisors said during inter-
views that promotions were the only meaningful award for
employees still eligible to be promoted. Others said it was
easier to get a promotion for an employee than an incentive
award because of the redtape and lengthy written justifi-
cations connected with incentive awards.

Ambiguities Affecting Quality
Increases Require Resolution

Federal managers have been able to award deserving em-
ployees with gquality step increases since 1962. These in-
creases can be effective motivators if employers and employees
understand their purpose and know how to use them effectively.
However, our review has shown that 16 years later, Federal
managers are still failing to recognize the distinction that
should be made between the use of quality increases and
lump-sum incentive awards. We found that quality step increases
and incentive awards are often treated as interchangeable
options in rewarding employees.

Although promotions are generally considered the most
useful award, quality increases were granted more often than
any other single form of cash recognition at the activities
we reviewed. Managers said the quality increase is more mean-
ingful to some employees because it has greater dollar value
than an incentive award. The following table shows the aver-
age dollar amounts for incentive awards and quality increases
given during fiscal year 1977 for the activities reviewed.

Average. Average first Average 4-year
Grade level incentive award year QSI cost QSI cost
GS-6 & below $126 $ 265 $1,060
GS 7-11 209 473 1,892
GS-12 and above 268 1,073 4,292
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Our November 1973 report on "Improving the Effective-
ness of the Government Employees' Incentive Awards Program"”
(B-166802) indicated that managers and supervisors were con-
fused about the circumstances under which quality step
increases and incentive awards should be granted and were
indiscriminantly substituting quality increases for incentive
awards without regard for the more stringent quality increase
requirements. A 1967 report by the House Subcommittee on
Manpower and Civil Service also found that quality step in-
creases were being misused., Our work indicates that these
problems still exist.

To obtain a quality increase, all of the most important
job elements must be performed in a manner substantially
exceeding normal requirements, and the employee's perform-
ance must give promise of continuing at the same high level
because benefits extend indefinitely while the employee is
in the same position. Once obtained, however, there is no
assurance the employee's motivation to achieve a high perform-
ance level will continue. By contrast, the criteria for a
special achievement award for sustained superior performance
requires only that one of the most important job elements be
performed in a manner substantially exceeding normal require-
ments. The promise of an employee's future performance re-
maining at the same level is not a factor because the award
is based upon past performance. To receive another award,
the employee must again exceed the expected performance level.

In deciding what type of an award to grant, managers
need to not only apply stringent award criteria but also de-
termine the type of award which is most likely to stimulate
continuing outstanding employee performance.

Although the continuing incentive value of quality in-
creases 1is questionable, managers and supervisors typically
give first consideration to which award will provide the
most long-term monetary benefit to the recipient. Promise
of future high performance may not be considered at all.

Confusion about the difference between quality step
increases and incentive awards and the subsequent misuse of
the quality increases should be eliminated. If the Office
of Personnel Management.is unable to demonstrate correct use
of quality increases by Federal managers, we believe quality
step increases should be discontinued and the funds now used
for them be merged with those for the incentive awards pro-
gram for those not covered by the Senior Executive Service
and Merit Pay provisions of the Civil Service Reform Act.
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Untimeliness detracts from
award meaningfulness

Awards should be timely and be given enough publicity
so employees know and understand what performance or contri-
bution is being encouraged by the award. Commission regula-
tions state:

"The head of each agency shall provide for prompt
action on contributions to encourage maximum
employee participation, and to obtain all possible
benefit to the Government."

Private industry representatives said that their experience
shows that awards should be granted no later than 30 days
after the contribution to obtain maximum reinforcement of
desired work behavior.

The type and amount of an award, in some instances, may
have to be determined on a delayed basis. But even in these
situations, it is suggested that award-winning performance
be informally recognized as quickly as feasible after the
contribution, for maximum benefit to both the employee and
the organization.

Although Government managers and supervisors agreed that
30 to 45 days was reasonable, we observed that among the
organizations reviewed, processing of award recommendations
took anywhere from 23 to 164 days, averaging about 77 days.
It took 27 days on the average following an employee'’s contri-
bution for managers and supervisors to nominate the employee
for an award, 29 additional days before the award was approved
and another 21 days before the award was presented to the
employee. These delays occurred primarily because mid-level
managers usually lacked approval authority; and award checks
were generally processed at the agency headquarters.

Managers lack authority to approve awards

Commission guidelines provide that performance recogni-
tion should be based on the recommendation of the employee's
supervisor and approved by the next higher supervisory offi-
cial. However, in all organizations we reviewed except the
Navy activity, awards are approved by either a management
official several layers removed from the employee's actual
performance or an incentive awards committee. These problem
areas are not new and were discussed in a 1967 report prepared
by the House of Representatives Subcommittee on Manpower and
Civil Service. The report disclosed:

31




--Agencies do not seem to trust their managers with
decisions which will result in cash awards for their
employees.

--Award committees superimpose their collective judg-
ment over that of the managers regarding awards.

Each agency has the authority to determine the man-
agement level that will approve award nominations. Many
managers recognize that the further away the approving
authority is from the actual performance, the more the award
process becomes a justification writing contest. Nonetheless,
award nominations in the organizations we reviewed proceed
through as many as four layers of management. Additionally,
some agencies require their field offices to submit all award
nominations to headquarters for approval.

Commission guidelines state that line managers, not in-
centive awards committees, should have award approval author-
ity. However, three of the activities we reviewed use com-
mittees to approve or reject awards. These committees are
generally not familiar with the actual performance deserving
award. They decide whether an employee exceeded job require-
ments based solely on the award nomination. Officials at
these locations stated that committees are used to insure con-
sistency among award justifications.

Award checks processed slowly

Once an award is approved, all that remains is for the
employee to receive it. However, depending on where the
award check is processed, the actual receipt can be delayed.
For example, all EPA regional awards are paid from head-
quarters, and the average time from approval to receipt is
46 days. On the other hand, VA regional awards are paid
at the regional level and are usually received in about 14
days.

NEED FOR AWARDS PROGRAM EVALUATION

The Federal Personnel Manual requires each agency to
submit any new or revised incentive awards plan to the Civil
Service Commission within 30 days of the plan's effective
date. Although the Commission is not responsible for approv-
ing agency plans, Commission officials stated they review
plans to (1) insure they are in compliance with regulations
and (2) look for innovative uses of awards which can be
shared with other Government agencies. On occasion, an
agency plan has been determined to be in noncompliance with
the regulations and has been returned for revision.
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In addition to this initial review, the Commission
suggests that an awards program be annually evaluated to as-
sure it is being effectively used to encourage and recognize
performance beyond normal job responsibilities. The Commis-
sion has issued guidelines to assist agencies in accomplish-
ing this objective. The agencies included in our review,
however, are not annually evaluating their awards program
or using the guidelines when evaluations are completed.

In fact, only three of the organizations we reviewed have

ever done an indepth evaluation of their program. The other
organizations generally limited their reviews to a compilation
of statistical data.

Commission evaluations

Chapter 273 of the Federal Personnel Manual gives the
Commission responsibility for conducting general and special
perscnnel management evaluations at Federal agencies. While
general evaluations are designed to cover all aspects of an
agency's personnel management practices, special evaluations
are limited to coverage of certain segments of an agency's
personnel program. For a special evaluation, the Commission
endeavors to use a systems approach which (1) assesses the
impact the particular program has on complementary personnel
areas and (2) determines the total contribution the program
and those related to it make to mission accomplishment.
Commission officials said general evaluations always include
at least a limited review of incentive awards. According
to these officials, the review focuses primarily on program
policies, procedures, and statistical data, and assesses the
role the incentive program plays in achieving agency goals
and motivating employees to improve Government operations.

The Commission reports that it has conducted numerous
evaluations of agency incentive awards programs during recent
years as part of general and special evaluations and as par-
ticipants in agency-led reviews. However, only one of the
awards programs at the 13 activities included in our review
had been reviewed by the Commission during fiscal year 1977.
(Information on evaluations completed before January 1976
was not available.)

The Commission has indicated that beginning in 1979 it
will administer a new employee attitude questionnaire as part
of its overall personnel evaluation effort. The questionnaire
is to include several gquestions which pertain specifically
to employees' knowledge and perception of their agency's
awards program. In addition, the Commission indicates it is
completely revising its evaluator's handbook and will include
an incentive awards program guide.
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Agency evaluations

The agency headquarters staffs periodically conduct
personnel management evaluations at field offices. Agency
officials said that a review of the incentive program is
generally a small portion of this overall review. These
reviews generally focus on the number of awards given, the
award writeups, and interviews with managers to determine
if they are familiar with the program. Unless the statis-
tical comparisons or interviews indicate problem areas, it
is assumed the program is meeting its objective. Only one
of the field offices we visited was reviewed by its head-
quarters staff during fiscal years 1975 through 1977.

Four of the field locations we reviewed have done an
evaluation of their incentive program since fiscal year
1975. For example, EPA compiles a report on the number of
awards granted by each division. This report is circulated
among managers to show how divisions are using the program.
On the other hand, the Geological Survey-Western Region
periodically conducts more formal evaluations which include
a small segment on incentives. One recent review noted
that a manager had granted no awards and recommended that
the manager make use of the incentive program. The manager
responded by saying that he had asked his supervisors to
consider employees for awards, but they had not recommended
anyone.

SSA regional officials said they are developing guide-
lines for evaluating their incentive awards program but real-
ize already that they will only be able to review a limited
number of district offices each year.
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CHAPTER 4

CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

The Federal Government's Incentive Awards Program makes
it possible for agencies to recognize and reward employees
who have made significant contributions to improving Govern-
ment operations. Most managers, however, have not made use
of the opportunity that exists for increasing organizational
productivity through the use of incentive awards. Accord-
ingly, the programs designed and implemented by most Govern-
ment activities included in our review have not yet begun to
reach their full potential in terms of increasing productivity
and providing employee self-satisfaction. 1In fact, the pro-
grams are having a negative impact on employee attitude.
This condition remains relatively unchanged since we
last reviewed the program in 1973. Although the Commission
and agencies have taken some corrective actions, the program's
ineffectiveness is due primarily to agencies' failure to pro-
vide for the following essential components:

--A direct linkage with specific organizational goals
and objectives.

--An objective system for setting and communicating em-—
ployee work expectations and measuring performance
contributions.

-~-Managers who know how to use, and are motivated to
use the program.

~--Awards that are timely and relevant to an employee's
needs, but which do not become part of the basic sal-
ary rate.

--An annual evaluation of the program's results.

We believe, however, that these components cannot be
successfully implemented unless agency heads make an adequate
staff available with the appropriate technical skills.

The importance of agencies making these corrective
changes to their awards program is even greater now that
the Civil Service Reform Act of 1978 has been enacted.
The act makes major changes in the way senior executives and
middle managers are rewarded through incentives and merit
pay. These incentive provisions cannot be effectively and
equitably administered, however, unless agencies are required
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not only to correct problem areas in the current awards
program, but also to include the same key provisions in the
new program for senior executives and middle managers.

Performance appraisal systems envisioned by the Civil
Service Reform Act should improve the effectiveness with
which employees are identified for incentive awards. However,
the legislation only provides a framework for change, not
the change itself. It will still be incumbent on each super-
visor and manager to make a conscientious effort to directly
tie incentive awards to employee performance--a responsibility
which is not new, but one that has not always been effectively
carried out. In addition, it will still be necessary for
each of the other essential components of an effective awards
program to be implemented before any program can be consid-
ered useful or successful.

We believe that when quality step increases are properly
used, they can provide a useful tool for motivating and re-
warding excellent performers. However, our work for this re-
port and our previous report indicates that quality increases
are being misused by managers. Confusion remains as to the
distinction between quality step increases and the incentive
awards program.

RECOMMENDATIONS TO THE OFFICE OF
PERSONNEL MANAGEMENT

We recommend that the Director, Office of Personnel Man-
agement take immediate action to improve the Government Em-
ployees' Incentive Awards Program. Specifically, he should
initiate the following revisions to Chapter 451 of the Federal
Personnel Manual:

--Require that agency incentive awards plans be reviewed
and approved by the Office of Personnel Management;
and that a condition of approval be that the plan
include, as a minimum, the criteria for an effective
program as discussed in this report.

--Provide that an agency shall take whatever corrective
action that may be required by the Director, Office
of Personnel Management, if the Director determines
that agency's incentive awards plan does not comply
with Office guidance.

--Update provisions which suggest appropriate cash
award amounts for different grade levels, and provide
necessary technical assistance to agencies so that
more relevant award scales can be established.
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--Provide guidance for developing different types
of awards as alternatives to conventional cash
and honorary awards.

RECOMMENDATIONS TO THE CONGRESS

We recommend that the Congress require the Director,
Office of Personnel Management, to either (1) ensure the
granting of quality step increases in accordance with the
Federal Personnel Manual and demonstrate this has been accom-
plished or (2) if unable to so demonstrate, terminate quality
step increases and merge the funds previously available for
this purpose with funds for the incentive awards program for
those not covered by the Senior Executive Service and Merit
Pay provisions of the Civil Service Reform Act.

We recommend that the Congress alsc allow agencies to
retain a portion of all productivity gains to be used for
increasing incentive awards program funding.

AGENCY COMMENTS AND QUR EVALUATION

Agency comments

The Civil Service Commission found merit with all but
two of our recommendations to the Chairman. These were since
revised. The Commission did not concur in our recommendation
to provide that an agency's authority to grant awards can be
suspended if their awards plan is not being administered in
compliance with Commission guidance. While asserting that
such a provision would provide a means of assuring agency com-
pliance with awards program requirements, the Commission
stated that the recommendation is not consistent with the new
Office of Personnel Management's policy of decentralization
and delegation of more authority to agencies. The Commission
believes that compliance can be obtained by other means,
such as by providing guidance and technical assistance in
developing awards programs, by improving training, and
by requiring reports to the Congress on the effectiveness
of various aspects of the civil service reform.

In addition, the Commission did not agree with the rec-
ommendation in our draft report that the Chairman should pro-
pose legislation repealing authority to grant additional
within-grade increases in recognition of high-quality perform-
ance. The Commission stated that repeal of the guality step
increase would deprive managers of a very useful tool for moti-
vating and rewarding excellent performers. The Commission,
however, indicated the employer and employee should understand
the quality increase's purpose if it is to be effective.
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The Commission's comments appear in their entirety in
appendix VII.

Our evaluation

We consider the Civil Service Reform Act of 1978 to be
a major and positive step in the formal linkage of incentive
awards and employee performance. Although the legislation
provides a framework for change, it does not guarantee that
the change will take place. The Commission has been respon-
sible for providing guidance and assistance to agencies since
the inception of the incentive awards program. However, as
shown in this report, this help has not necessarily resulted
in agency awards programs which are as effective as they
could be in making significant contributions to improving
Government operations. Therefore, we believe that if the
Director of the Office of Personnel Management can require
an agency to modify its incentive awards program, agency
officials will provide the attention and resources that are
necessary to design and operate an effective program. (This
is a revision of our draft report recommendation.) In our
opinion, this recommendation (1) does not conflict with OPM's
policy of decentralization and delegation of more authority
to agencies and (2) is fully consistent with the control and
oversight responsibilities delegated under the Civil Service
Reform Act.

We have reconsidered our original recommendation that
gquality step increases simply be terminated and have revised
the recommendation. If the ambiguities now plaguing the pro-
gram can be corrected, then its continuance would appear war-
ranted. We agree that, if properly administered, quality step
increases can be a useful tool for monitoring and rewarding
excellent employee performance. However, based on the long
history of confusion about the distinction between quality
increases and incentive awards, we are not optimistic about
the possibility of correcting the underlying problems.
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HISTORY OF INCENTIVE AWARDS

IN THE FEDERAL GOVERNMENT

The Federal Government's earliest incentive awards
effort began in July 1912 when the Congress authorized
cash awards for suggestions by workers in the Army's ord-
nance shops. The first cash award, $125, was granted for
improvements to a piece of ordnance equipment. Although
Government agencies introduced various suggestion programs
throughout the early 1900s, it was not until the Mead-
Ramspeck Act of August 1941 that salary increases to Govern-
ment employees for "meritorious service" were authorized
(P.L. No. 77-200, 55 Stat. 613, 614 (1941)). Finally in
1949, title X of the Classification Act introduced the prin-
ciple of granting a cash award or a salary increase to an
employee or a group of employees whose suggestions or work
performance contributed to Government operations efficiency
(P.L. No. 81-429, § 1001-1003, 63 Stat. 954 (1949)). Title
VII of the same Classification Act continued the Mead-Ramspeck
step increases as a "reward for superior accomplishment" (now
called quality increases under the 1962 Federal Salary Reform
Act).

A 1952 congressional study concluded that the Govern-
ment's incentive awards program had fallen short of its full
potential to encourage management improvement and employee
morale. Causes cited for the program's ineffectiveness were:

--Overlapping legislation which made the program
difficult to administer.

-~Failure of the Civil Service Commission and the
Bureau of the Budget (now Office of Management
and Budget) to aggressively prcmote the program
throughout the Government.

In 1954 the Congress, acting on a on recommendation
from the President, determined the Federal Government needed
an up-to-date incentive awards program. Public Law 763,
Title III, 83rd Congress, established the Government Employ-
ees' Incentive Awards Program, effective November 30, 1954.
This law repealed all previous laws on the subject and estab-
lished a uniform Government-wide program guided by the Civil
Service Commission. Following Commission direction, each
agency was to establish an award program which met its
individual agency needs.
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The new law authorized all agencies to conduct both
cash and honorary awards programs. The legislation:

--Permitted an agency head to grant awards of up to
$5,000 on their own authority, and as high as
$25,000 if approved by the Commission.

--Enabled an employee to receive awards from all
agencies that benefit from a suggestion.

-~-Eliminated the annual limit on total cash awards
an agency could grant for adopted suggestions.

--Extended the awards program to cover inventions
by Government employees.

Another major provision of the law authorized Presidential
honorary awards.

In October 1962 the Congress passed Public Law 87-793
(5 U.S.C. 5336), the Federal Salary Reform Act. This legis-
lation provides for the granting of additional pay step
increases in recognition of high-quality performance above
that ordinarily found in that position. This provision has
been generally considered a performance award similar to the
performance awards authorized under the Incentive Awards Act,
differing only in the nature of the reward and the criteria.

In 1967, the House Committee on Post Office and Civil
Service, which sponsored the Incentive Awards Act, had its
Subcommittee on Manpower and Civil Service review the effec-
tiveness of the Incentive Awards Act and the quality increases
authorized by Public Law 87-793. The Subcommittee's report
cited weaknesses it found in the awards program and made
recommendations, most of which were directed to the Civil
Service Commission, for improving the effectiveness of the
program. As a result, the Commission completed a study
of the program in 1968 and made changes to the program effec-
tive in July 1969. The changes were aimed at streamlining
the processing of suggestions, encouraging employees to
suggest ways that money can be saved or operations improved
in the Government, and providing greater objectivity in
the selection and higher cash value in the amount of awards,
while simplifying procedures and giving supervisors more
authority to make effective use of incentive awards.
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Our November 1973 report (B-166802) reviewed the effec-
tiveness of the incentive awards program for civilian
employees and the granting of quality increases. That
report pointed out a number of weaknesses in the two programs
and recommended to the Commission that changes in the admin-
istration of the programs be made. As a result, the Commis-
sion did revise Chapter 451 of the Federal Personnel Manual
to clarify such things as timeliness in granting awards, cri-
teria for awards, definitions, and guidelines for program
evaluation. The Commission has also made efforts to publi-
cize program administration changes to agencies and to
encourage agencies' cooperation in making needed changes.
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APPENDIX II

OTHER GAO REPORTS DISCUSSING EMPLOYEE

PERFORMANCE, PAY, AND GOVERNMENT PRODUCTIVITY

Report title

Improving the Effec-
tiveness of the
Government Employees'’
Incentive Awards
Program

B-166802, Nov. 1, 1973

Federal White-Collar
Pay Systems Need
Fundamental Changes

Synopsis
This report included a review of
both performance and suggestion
awards. With regard to perform-
ance awards, the report concluded
their effectiveness could be
increased and employee confidence
in the fairness of these awards
could be improved if more consis-
tent use were provided for by
(1) establishing more objective
criteria for granting cash perform-
ance awards so that they are
granted only when employee perform-
ance has clearly increased the
productivity, economy, efficiency,
or effectiveness of Government
operations and (2) clearly distin-
guishing between the criteria for
and the costs of granting the two
types (special achievement award
and quality step increase) of
cash performance awards so that
the amount of recognition matches
the level of performance throughout
the Government and so that the
higher value award is relatively
more difficult to obtain.

Managers should better communicate
to employees the specific reasons
for granting individual performance
awards so that the program's fair-
ness can be more easily recognized.
Also, an award, similar in criteria
and value to the quality increase,

. should be established for currently

ineligible employees.

Legislation is needed to change
Federal white-collar pay systems.
Present white—collar pay schedules

FPCD-76-9, Oct. 30, 1975 fail to recognize that the labor
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Report title

FPCD~76-9 (cont.)

Federal Employee
Performance Rating
Systems Need Funda-
mental Changes
FPCD-77-80, Mar. 3,
1978

APPENDIX 11

market consists of distinctive
major groupings which have different
pay treatments.

Systems should be designed around more
logical groupings and the pay rates
based on the geographic pay patterns
of the labor market in which each
group competes. Also, individual
differences in employee proficiency
and performance should be properly
recognized in the method of progres-
sing through the pay range of a grade.

The Chairman of the Civil Service
Commission should request the Congress
to amend chapter 43 of title 5, former-
ly the Performance Rating Act of 1950,
by deleting all statutory requirements
for performance summary ratings of
"outstanding," "satisfactory," or "un-
satisfactory" for Federal employees.

The Chairman and the heads of Federal
agencies should improve the perform-
ance rating systems by making more
use of the collaborative approach.
That is, they should

--establish systems built around
employee participation,

~-develop preset work requirements,
and

-~-review work achievements in the
performance evaluation process.

Development and implementation of
effective performance evaluation
systems, however, are insufficient
to increase employee performance
and development. Employees must
believe that their efforts and
accomplishments may lead toc recog-
nition in the form of tangible
rewards following evaluation of
their work. This evaluation should
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Report title

FPCD-77-80 (cont.)

Improving Federal
Agency Efficiency
Through the Use of
Productivity Data in
the Budget Process
FGMSD-78-33, May 10,
1978

APPENDIX II

therefore be linked in a meaningful
way to personnel decisions involving
compensation, incentive awards, and
opportunities for advancement.

Various laws provide agencies with
the mechanism and funds necessary
to make such personnel decisions.
While seemingly complementary to
the performance evaluation program,
neither the Civil Service Commis-
sion nor Federal agencies have di-
rectly linked these programs.

Since each program is administered
independently, employee perceptions
of the relationship between the
performance rating and reward are
limited or do not exist. There can
be no assurance that any new per-
formance evaluation system will be
effective unless a meaningful link
is established.

The use of productivity data in

the budget process has been spora-
dic. Its use is dependent primarily
on the initiative of individual
managers. GAO found that the value
of productivity data in budgeting
can be encouraged by a more active
role by legislative oversight and
appropriations committees. By ask-
ing stimulative questions and re-
questing particular productivity
data, these committees can help
foster major improvements in
Federal Government efficiency.

The basic reason for agencies not
making more use of the data is a
lack of incentives. Many agency
executives and managers stated that
productivity-related improvements
often result in a penalty rather
than a reward.
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Report title

The Federal Role in
Improving Productivity
--Is the National Center
for Productivity and
Quality of Working Life
the Proper Mechanism?
FGMSD-78-26, May 23,
1978

Federal Compensation

Comparability: Need
for Congressional
Action

FPCD-78-60, July 21,
1978

A Management Concern:
How To Deal with the
Nonproductive Federal
Employee

10, 1978

In the Federal Government,

APPENDIX II

The declining rate of productivity
growth in the United States is a
problem deserving immediate atten-
tion. Experience indicates that
this problem will continue unless
positive steps are taken now.

The National Center for Productivity
and Quality of Working Life was
established in 1975 to deal with the
productivity problem. However, the
Center has not accomplished what it
set out to. Nevertheless, there is
still a need for a strong Federal
role in enhancing national produc-
tivity.

Non-Federal pay rates vary among
geographic areas, types of indus-
tries, size of establishments, and
occupations. The Federal pay-
setting processes do not always
consider such variances when setting
Federal pay. This causes the Gov-
ernment to pay some employees either
more or less than market rates and
has resulted in criticism and a

lack of confidence in Federal com-
pensation systems. Congressional
support is needed to resolve these
shortcomings and to provide needed
credibility to the Federal pay-
setting processes.

Areas of needed congressional sup-
port include the development of a
method for granting within-grade
salary increases based on merit.

Unsatisfactory performance is both a
private and public sector concern.

an agency
should be able to discharge nonpro-
ductive personnel if repeated
efforts to improve their performance
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Report title

FGMSD~78~26 {(cont.)

APPENDIX I1

fail. Managers and supervisors,
however, perceive firing as a dif-
ficult, costly, cumbersome task,
filled with legalisms and intri-
cate procedures.

GAO found that this perception is
well founded and recommended that
(1) the removal process be improved
and (2) job-related performance
appraisals be used for developing,
rewarding, assigning, demoting,
promoting, retaining, or separat-
ing employees.
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To assess Federal employees' attitudes toward their
organizations' incentive awards program, we administered a
questionnaire to a random sample of employees from 13 Federal
activities at various geographical locations. The nine
agencies represented, sample size, and questionnaire return
rate were as follows:

Questionnaires Questionnaires Percent

Agency distributed returned returned
EPA 315 178 56
FBI 236 137 58
FHL.BB 165 121 73
Geological

Survey 256 177 69
Navy Department 54 30 56
Patent Office 359 230 64
SEC 246 143 58
SSAa 256 125 49
VA 119 75 63

Total 2006 1216 61

A separate questionnaire was administered to all super-
visors identified by the agency at each location and to a
majority of general schedule grade level 16 and above mana-
gers at the agency's headquarters. The agencies, number of
questionnaires distributed, and return rate can be seen in
the following table:

Questionnaires Questionnaires Percent

Agency distributed returned returned
EPA 106 57 54
FBI 35 22 63
FHLBB 63 35 56
Geological

Survey 74 42 57
Navy Department 14 9 64
Patent Gffice 90 - 60 67
SEC 65 31 48
SSA 56 32 57
va _68 33 49

Total 571 321 56
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Of the 2,577 distributed questionnaires, 1,537 (60 per-
cent) were returned. Since we made no followup distribu-
tions or interviews, return statistics reflect a one-time-
only distribution.

The overall agency mission, working environment, and
occupational and grade level mix differ among our sampled
employees. Any potential discrepancies, however, should not
substantially negate the result of our questionnaire effort.

STATISTICAL METHODOLOGY

The results of the various statistical analyses were
When reported proportions differed, a statistical test known
as chi-square was applied to determine if such differences
were significant. Chi-square analysis is used when available
data is categorical, as opposed to continuous. Examples of
categorical data are sex (male or female) and location
(urban, suburban, or rural}). Continuous data, on the other
hand, can assume any value on a scale even though the scale
itself can have lower and upper limits. Examples include
weights and heights of adults, aptitude test scores, or base-
ball players' batting averages.

Chi-square analysis examines differences among propor-
tions reported for each category being considered. Statis-
tical tests then determine whether discrepancies in percen-
tages are due solely to sampling errors or reflect statis-
tically significant relationships. Such tests do not
measure the degree of association; they only indicate the
likelihood that a relationship exists.
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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

DIVISION OF FINANCIAL AND
GENERAL MANAGEMENT STUDIKS

Dear Federal Employee:

The U. S. General Accounting Office, an independent
agency in the Legislative Branch, is reviewing the rela-
tionship between work performance and incentives such as
promotions, quality step increases, and honorary and cash
awards. To do this, we need your opinions.

We are asking a randomly selected number of employees
in various agencies to complete the enclosed questionnaire.
This information, to be used in a report to the U. S.
Congress, will tell us what your think of different types
of rewards and how they are granted.

Please be assured your replies will be treated with
strict confidence. Your responses will be combined with
those of other employees so that it will be impossible
to determine how any individual answered the questionnaire.
Once verified (in about a month or two) identifying
information will be disassociated from your responses, and
no identifiable records will be maintained.

Meaningful incentives can be beneficial both to you
and the agency you work for. Please take the time to fill
out this questionnaire and return it in the envelope provided
within 7 days.

If you have any gquestions, please call Jack Woosley
on FTS 556-6200. Thank you for participating in this
important project.

Sincerely yours,

D. L. Scantlebury
Director

Enclosures (2)
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LECENTIVE AVAKD PROGRAMS:
CIVIL GRRVICE EMPLOYEES

U.5. GENERAL ACCOUNTING OFFICE

INSTHUCTIONS

The U.Y. General Acoounting Office is an
independent establimtment responaidle to the VU.8.
Congress for reviewing and reporting on programs

APPENDIX III

and activities of the Federal departments and 3. Consider the time perdod 1976-1977, or the
agencies. The Gemeral Accounting Office is cur~ time sou have worked for this sgemcy (whioh-
rently engaged in a study to identify how menagers over is shorter). Have you received a cash
and employees in the U, 5. Civil Service System or non-cash (hoporary) award or quality step
regard their incentive award programs, and to increass during this pericd? (Check ome
determine the relationship between incentive for each itew.)
awards and pertormance.
The questionnaire is designed to be anewersd E/
by Civil Bervice employees in U. §. Govermment
agencies. The infoxrmation you provide will be .
used only for research and evaluaiion of your 0 ¥,
incentive award program, and noi to make de- Q"\ )
terminations sbout individiale. \
It should take no more than 15 mimites of Cash Award 20 | 80 (9
your time te complete this questionnaire. When
comwpleted, please enclose the gquestiomnaire in the Honorery Award 10 90 (10}
selif-addressed snvelope and return it within 7 days -
after you have received it. Your assistance will Quality Step Increass 21 79 (11
help us to make & meaningtul report to the U, 8.
Congrees. 11  EELATION OF AWARDS T0 PERPORMAKCE
g O U
L. BHow well, if at all, do you understand what
. you would have to do to receive a cash mwaxd,
1 BESPOMDENT BACKGROIIND honorary award, or & quality step inorease?
(Check ane for each item.)
1. Please provide the following informetion:
Title Grade
Department
Agency,
Business Address
Cash
2. Bow long have you been a Federal ewpicyee, award 24 {18 ]15] 16+ 27 (12)
and how long have you been a member of your T
norary
Present gow e svard 14 {13 /1416 ; 44 (13)
Quality
(Wo. of years as a Peaeral (5-6) step 23121(14] 14! 28
euployes) increase ()

(No. of years in my present (7-8)
€roup)

v —

a/Responses are shown as a percentage of all

employees answering the question.

Percentages may not add to 100 percent because of rourding.
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S. To what extent, 1f at all, would improving IF CASH AWARD: ARE GIVEN IN YOUR GROUP,
your performance increase the opportunity for CONTINUE. OTHERWISE GO 70 10.
you to receive a cash avard, honorary award,
or quality step increase? (Check one for each item.) 8. How adequate, or not, are the amounts of
cash avards furrently granted) to sotivate
people to do & better job? (Check one.) {2l)

1) ¢/ 3 7 More than adequate

2) Az, Adequate
3) B/ Harginal
4) LB/ Inadequate
Cagh
e e 136 11510 9102 | a3 5) A27 vVery inadequate
Honorary | 9. In your opinion, are ogsh awards usually presented
lﬂﬁy 36 13 9 6 E 6431 (16) to those who are most deserving? (Check ome.) (25)
step in- i . 1) 7 Tefinitely yes
srepin- | 34 (15110 110 (1022 ] 87
2) [33 Probably yme
II1 AWARD ASSES!
3 é§ Not sure
6. A c.an avard has value as a sign of recog- )
ni .on, and it has monetary worth as well. L) A9 Probasly no
We sre trying to assess tne monetary worth.
T> what extent, if at all, do you agree or 5) A7 Definitely no
dissgree with the following statement?
{Check one.) 10. Doee the fect that people in your agenoy
pericdically receive inocentive awards
Money is an effective means of reward only if affect your job motivation? That ias, does
the amount i@ large enougn to make a difference your job mctivation improve, decline, or
to the individual. {18) ghow no change?
— . . Firat, conalder the effects of gagh awardas:
1) [ & Strongly disagree (Check one for each item.) Note: Skip to 11 if
ha } .
2) [E - you have no cash awards
3) AL Neither agree nor disagree 1) /IT Iuprove substantially (26)
2 .
L) m] AeToe ) m Improve moderately
3) /B0 Change little or not at all
5) ZJ] strongly agres 4) &7 Decline moderately
5) [ 2/ Decline substantially
1. In your opinion, what is the lowest amount of

cash avard it would take to motivate an
employes to improve hig or her performance?
{Check one, or write in ihe amount. ) 19) 1n

1) [T One day's pay
2) /O One week's pay
3) 24/ One monin's pay

k) [ One quarter of amual pay 1) [&/ Iaprove substantially

2} B0/ Improve moderstely

3) E Change 1little or not at all
b) g Decline moderately

§) [ Decline substantially

6) 10 No response

. Now ccnsider the effects of h
awarie: {(Check one for each itu.?

(28)

f cesh svard)
5) AU 4t e
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12. Now, please consider whether fixst line 14. Under ideal conditions, wvhere performance
supervisors or top level sanagers seem to requirenents were clearly stated, and mearn-
yJu to broaden or restriot the uee of the ingful awards wereperiodiocally grented for
incentive award program in any of the fol- exceeding normal job requirements, to vhat
lowing ways. extent, if at &ll, would you improve your

TRANC nanrd Y d Chock
First, what proportiom aect in any of the perfo e to obiain any o? ( o?gé}
follovi.ng ways with relp«):t to cash awards? 1) m To a very gresst extent
Check one for awch item. ) 3
Note: Again akip to 13 if you have nc cash 2) M To a substantial extent
svards. 3) AR/ To a moderate extent
h) AZ7 To some extent
5) A37 To little or no extent
15. Consider the work of your group, and what
the group accomplishes. How auch of a
contribution, if any, does the incentive
award program nake to the accomplishments
or productivity of the group? (37)
The incen‘ive award progran makes:
1) /1G] A very significant contribution
to productivity
t awarde

(.}:;n“:. to 2} A7 4 significant contribution to

snooureage grant- productivity

ing swards to i 3) Z0J A moderate contribution to

d;nm-nc oo | productivity

(11 ] . ution t
w——amt pePmre P Ty 1 031) L) X777 Some contribution to
productivity

seen to view t )

granting of s- ; 5) AD7 Little or no contribution to

wards 12 » re- S 7!7 11|20 B0 productivity

quirement that r v

t be fulfgll — GOMMENTS |

Grant no, or . 16. If you have commente on any of the questions

fow 0,844, 922 &&_!(32) within the questionnaire, or on related

topice, please write them on the back of

this page. We would be particulariy interested
in your views on how awardas (monetary and other-
wise) could berome a more positive influence on
employee morale and job motivation. (38)

13. Now what proportion act in any of theee
same ways wi‘h respest to honorary awarda?

(Check one for each itew.)

17. May we contact you for further information
abcut your response to this questionnaire?
{Check one.)
1) /7 Yee ( CONTINUE) (39}
2) [T %
18. 1If yes, please wrlite your asme and business
phone number below. (Lo)
Grant awards Nao:,
and seem to
R Busineae phone /
pomaininsfial 5| 71 7:10(27 |44 rea Code Famber
deserving em-
ployees (33)
Grant awards but
seem tc view
granting of - 4| 5| 6|10]22 5#
wards as a re-
quirement that
¢t be fulfilied (34)
rant no, or
very rw’a\n.rd- ;14 715 7]21 48 (35
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INCENTIVE AWARD PROGRAM:
CIVIL SERVICE SUPERVISORS

U.S. GENERAL ACCOUNTING OFFICE

I0NS

The U.S. General Acoounting Office is an
independent establishment responsible to the
U.S. Congress for reviewing and reporting on
prograns and activities of the Federal depart—
ments and agencies. The General Accounting
Office is currently engaged in a study to
identify how managers and employees in the
U.S. Civil Service System regard their incentive
award programs, and to determine the relation-
ship between incentive awards and performance.

This questionnaire is designed to be
answered by supervisors actively managing
personnel in the Civil Service System. The
information you provide will be used only for
research and evaluation of your incentive
award program, and not to meke determinations
about individuals.

It should take no more than 15 minutes of
your time to complete this quastionnaire. When
completed, please enclose the questionnaire in
the self-addressed envelope and returm it within
7 days after you have received it. Your
assistance will help us to make a meaningful
report to the U.S. Congress.

I EESPONIENT BACKGROUND

1. Please provide the following informations

Title Grade

Department
Agency
Business Address

5'

APPENDIX III

Approximately how many people do you supervise
(include the total number of psople for whom

you have responsibility,)}?

(No. of people I mupervise) (6-9)

|

YOU SUPERVISE LESS THAN 2 PEOPLE,
« YOU HAVE FINISHED. PLEASE
THE TOHNA

QUESTLURRALRUS.

:

What are the ocoupational classifications of the
people you supervise? (Cheock only those that
apply.)

[ Managerial
Professional
Technical
Clerical

Trade or craft

/7 Other (epecify)

(10)
(1)
(12)
(13)
()

QARG

(15)

For how many years, if any, have you been a
supervisor or manager in each of the organi-
zations listed below? (Write the number of
years in the space provided.)

No. of years as
a supervisor or

— Renpfer
Federal Government:
Civilian (16-17)
Military (18-19})
State or Local Government (20-21)
Private Sector (22-23)
Other (specify)
— (2425}

Have you received an honorary or monetary award
within the calendar years 1976-1977? (Check one
for each item.)

©
4'0
W/ ¥
Honorsxy eeard | 261 /4 (26)
Monstary svard 2117 (en

a/Responses are shown as a percentage of all employees answering the

question.
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II PERFORMANCE MEASUREMENT

6. DBelow is a list of techniques that can be used to measure employee performance under certain conditions.
How useful, or not, is each of these techniques in your particular situation? (Check one for each item.)

PERFORMANCE MEASUREMENT TECHNIQUES

NE ST. :
Job performance standard (developed through analysis or observation of
__Jjob pexfornange)

amount_produced)

"Stendard” 10 selected as base comparigon)

Compare the work done with what I judge to be adequate or satiefactory
—performance

Uge r rat

Other (specify)

————e

7. Regardless of how you rated a specific technique, to what extent, if at all, do you use these same
performance measurement techniques in employee performance appraisale? (Check one for each item.)

Compere performance with goals mutually ggtablished by employee and myself

COMPARE WORX DORE WITH s'rg?ﬂ = 3
Job performance standard (developed thro analysis or observation of job
e i ped throsgh analy > 10011 14|27 | 34] 4] )
tion standard (amount produced) 281 T4l 1211 1/ €373
“Stendard" employee (eelected as base comparison) S J9TI3 T 91 7 38
C the work done with what I judge to be adequate or satisfacto
perforaancs J quate o actory 6| 12|21 42| 18]  (9)
Use peer rat o2 TA114 1 81 3 (Lo}
Other (epecify)
(L)
IF YOU CHECKED "TO SOME EXYENT" OR "TO LITTLE OR NO EXTENT" FOR ANY, CONTINUE. OTHERWISE GO TC 9.
8. What are the major reasons you do not make 9. How adequate or not is your present award
more use of some of these measurement tech- program as an incentive for managers and
niques in performance appraisals? (Check supervisors? (Check one for "honorary""
only those that are major reasons.) award and one for "monetary" award.)
@ Performance appraisal forms do not
provide for this information (42) &
[ 5/ Tasks are not clear (13} e,&;’
@ Tasks are not comparable . (L) > o
AU Tasks are not meagurable (45) *f Y T
2] Job description is not kept current  (L6) ‘;) e@,‘y Q"" ,,}Po’é qf?
LG mptoyeen obisct ) &/ ) S
[B/ e technique is too difficult (48) AWARDS DD DS D )/
L7 other (specity) Honorary 3] a0l 22110( 18 (50)
(19) Monetary To! 40l 200 11 (51)
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10. Some agencies are broadening the mumber of altermatives they use to improve performance beyond the
traditional incentive awards. We have listed a few of these altermatives below for three levels of
responsibility. First, indicate by checking "yes" or "no," if you are using partioular altermatives.
Second, regardless of whether you checked "yes" or "no,"” indicate the extent, if any, that you think
the use of this altermative is likely to improve performance.

1. Ave 2 Regardless of "yes" or "no,"
. u-m:o:u- to what extent, if any, is this
alternative? dtomtive?likely to improve
& ¥, (*4 s 5
cf’ ‘?A &%.!C'
— oo S E S
MORETARY eihe Tos | R 6 P59 S
(1)/(2)/(3)/ ()/15)
‘_’__17 Top Line Managers
Give large one—time bonus (10-20% of base pay) 5 94 19 (21} 18/30] 11
for superior performance (52-53)
Gl usl salary adjustments, (O-1
based on porforsemcet "'(" (150 9 |91 |15|17]19[31] 18] (gus5)
Start productivity sharing (share
Soilac savings vith mecagers) o 2 |98 [3a]18]17(18] 12| (e
Revi 1icy to pemit fresdon ©
oaleiioel ainacore 1o mranting senzde 18 |82 18] 21| 25/25| 11| (ss-s9)
Other (mpecify
(60-61)
First Level Supervisors
= Give large one-time bonus (10-20% of base pay) 8 92 15|17 22|31 15
for superior performance (62-63)
e e e oo mentes (1K) o o1 [12]1] 24[32] 21| (ges
Start productivity sharing (share
dollar savings with 'ugrd.Sorl) i 3 |97 [32]14] 20021] 13| (eeep
Revi, 1icy to permit freedom &
Lndividne) supervisors in granting svards 16 |84 |16 20| 26/29] 9| (es-s69)
Other (specify
(70-71)
Bupl
o7 maptorems o one-tize boms (10-20% of base pay) 11 |89 |14} 18] 22[27| 20
for superior performence TR (72-73)
Give annual sal tments, (0-1
bc::don r;o l-l'.':SJ\ll e 12 88 9] 12| 2136] 21 (T4=75)

Start ductivi shar: share
TRt Rt el 6 |94 |32]15| 19{18| 17| e

Other (specify)

(78-79)

# Hot the esame as a quality step inorease

11. Consider the Honorary and Monetary awards that you have recomsended during the calendar years 1976-19717.
How meny (if any) of each type of award have your reccmmended? (Write "none" or the number.)

Fumber of awards I recommended
1293/ (onoram) (6-9)
223 a/ (Monetazy) [ff "none" for both, go to 1k, ctherwise eontinuaJ (10-13)

a/Number of awards recommended.
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12, During the same years 1976-1977, how many 15, Has your management encouraged interest in
{if any) of your recommendations for either your agency's incentive award program for any
honorary or monetary awardas heve been die- of th? following reasons? (Check one for each
approved? (Write "none,” or the number, item. )
If "none,” go to 1h.) 4
a/ £
32 S/ (Fo. of honorary awards) (14-17) 2~
a/ VAL
34 &/ (Fo. of monetary awards) (18-21} oy /o /o %
e
Funds_were budgeted and avallablel 541 4/] 13 39;
Tersonnel turnover rate was high| o1 /2] 23] (LO
13. Which of the following do you think were Ferformance had been improving | 24| 591 18] (L)
major reasons for disapproval? (Check only Our agency was below average in
those that apply for each type of award.) number of awards granted 9] 70[ 22| (u2)
Management felt awards improved
performance 71| 21 8 (u3)

Other (apecify)

(L)
Higher management rarely 1 1
Elves/approves awards
Higher management feels awards
uatified 2 2 16. Within these same past years, 1976-1977, has
More awards had been granted your management taken any of the following
in our agency than in other 0 0 actions to discourage interest in the incen-
agenocies tive award program? . {Check one for each item.)
The guota was filled 4 2
funds were inpufficlent 0 1 &2 o
Other (specify) A &
(MHA2)
Management narrowed the criteria
for granting awards 14| 86 (L)
Management told me that funde
(22-27) (28-33) were not available 5|95 {L6)
Management asked me to consider
granting fewer awards than I had 51 95
in former years (1)
14. Within the past two yeara, 1976-~1977, had Management gave no indication
your management taken any of the following that it wes time to consider awarda 14| 86| (L8)
actions to stimulate interest in the
incentive award program? (Check one for Other (specify)
each item,)
(L9)
s IF "NO" TO ALL, GO TO 18.
AP ©
(1) /(2) 17. Has your management discouraged interest in
our ncy's incentive award progran for
Management broadened the criteria Zf th:gzol{owi reasons? (Chzck one for i
for granting svarde _ 14| 86} () O tpan) e '
Management told me that funds 31! 69 ' 3
were available (35) o 3
Management asked me to consider L ° &9@ S
granting more swards than I had 20| 80 i VA
r_years (36) (1)A2) /(3)
Management wrote memos notlfying Funds were not budgeted or
me that it was time to consider 41| s9{ ,_ avallable 8| 83 8 | (s0)
andidates 37 Personnel turnover rate wag low| 1| &gl (51;
Other (specify Performance had been degl 71 86112 | (52
OQur agency was above average in .
number of awards granted 14| 76[11 | (53)
(38) Management felt awards had
little or no effect on
performance 4] 84/12 (5L)
IF "NO" TO ALL, GO TO 16, Other (epecify) (55)

a/Nurber of awards disapproved.
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18. In this and the next glestions, ccneider the 21. To what extent, if at all, are ary c<f the
personnel under your supervision, the kinds following true in your agency? (Check one
of work they do, and eapecially whether they for each item.)
perform at a superior, average, OT helow
average level. While an awards program may

improve performance for some, it has also
been argued that for others morale deterio-
rates and proficiency declines. For the
people you supervise, do you think their
level of performance ies improved, degraded,
or left relatively unchanged, as a result of
your honorary award prograun? (Check one for
each item.)

E Management
typically does
not _approves:

EONORARY AWARDS & H°n°§:ry s
AND awar Slel.
FERFORMANGE b) Monetary ‘ga
awards ey
Superior [27 Personnel
Average employment
Below average periods have
E/" SEBAE been short.
It seems
inappropriate
19. For these same groupe, what effect, if any, 2
does your monetary award program have on their )
performance? (Check one for each item.) ﬁr? 321711211 | 14313} (72
netary R
& £ awards 3519{14/11 [ 10 7
i ;}35 el 5)75 >, 38/ Bonorary awards
(& & ) ,f% dyb&,yﬁ' are too delayed [37(21|17(12 61l 7 s
. ) ‘foaf' S & & S to be effective (72)
MONETARY AWARDS 6:?.3 64\9 P60,
AND ¥ &S5 [/ Monetary awards
PERFORMANCE /(1) /(2) Y /5) :rebtoof%e].:}"ed
o o be effective
SuErior 19 39 41. 2 - (93‘) m Too much red
Average 14 15Q0] 35 2 =] (60) tape is involved
Below average 5122] 66| 6 1] (81) in the process
for:
Honora. -
20, Inticate the extent fo whicn @) Honorary 27022/14113 ;18] 6](1L)
. ndicate e exten o which you agree or %) Monet ’ PN
disagree if at all, with each of the ) wneda 33(22}15(10 ; 18} 3 {73}

following by checking one for each item.

22. How useful, or not, do you consider the
following in motivating personnel %o do a
better job? {Check one for each item.)

Generally, in moti-
vating peopls to
improve their

performance s, %03;@{9 s ;Q’Qg 3
n P
o) Bonoray et @ LA/
ediate praise or .
> gze:?gc:f;:ds 8! (63) recognition - 8:10 37 45 Loy
Only a very select : Letter of commendation A[10(34. 31 13 (7!
few people merit: ity step increase AT 34035 3a (%)
Bono awards 16L) Cash_award 21 7126l 37,28 (%)
b) Monet awards (6%5) Promotion 51 71 81 27 (10}
Criteria are not Honorary award 2120135250 14 %/
well defined for: : Other (specify)
a) Honorary awards (66
b) Monetary awards | 111 3/[12 | 26| I5] 57! _— (12)

a/12 percent no response.
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23,

2l.

25.

How recently, if at all, have you received
training to familiarize you with the
operation of your agency's incentive award
progran? (Check one.)

(13)

1) %
2) 20

E AR
L) AY

within the last year

More than 1 year and
lees than 3 years ago CONTINUE.
More than 3 years ago

I have never received this

training GO TO 25.

How much help, if any, do you feel this
training has given you? (Check one.)

1) [&
2) LU/
3) 5
W) 257
s) [7] Xo help

—

9) /7] Fo basis to judge

3
A very great amount of help ()
A substantial amount of help

A moderate amount of help

A small amount of help

Do Civil Service Commiseion (CSC) regulations
and agency policy act to restrict revision of
award programs or -implementation of new pro-
grams? (Check one for each item.)

CSC Regulations Restricti
Revision of pro 5

Agency Policy Bestticts:lB
Revipon of pro

__Addition of programe}l3

tion of pro 13

58
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If regulations and policy permitted, would
you be willing to test a performance based
award program in your agency? (Check one.)

1) 58 (19)
2) 2%
3 7
W [F
5) [&] %o

Yea
Probably yes
Maybe

Probably no

In your opinion, in your incentive awards
program, are awards usually presented to

those who are most deserving? (Check one.)
1) @ Definitely yes (20)
2) A5/ Probably yes

3} f47 Tot sure

L) E Probably no

5) /27 Definitely no

Consider the goals and objectives of the
organization for whioh you are responsible,
and the types of work done throughout the
organization. How much of a contribution,
if any, does the incentive award program
make to your organization's productivity?
(Check one.)

The incentive award program makes:
(21)
1) ﬂ A very significant contribution
to productivity

2) /& A significant contribution to
productivity
3 28

A moderate contribution to
productivity

Some contribution to
productivity

Little or no contributien to
productivity
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V  COMMENTS

29. If you have comments on any of the questions 30. May we contact you for further information
within the questionnairse, or on related topics, about your response to this questionnaire?
please write in the space below or on the back (Cheok one.)
of this page. We would be particularly (23)
interested in your views on how awards (mone- 1) /=7 Yes {CONTINUE. )
tary and otherwise) could become a more positive
influence on employee morsle and job motivation. 2) U No

(22)

3. If yes, please write your name and business
phone number below.
(24)

Name

Business phone /
Area Code Number
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PRIVATE ORGANIZATIONS CONTACTED BY GAO

REGARDING INCENTIVE AWARDS PROGRAM

The Bankers Life
Des Moines, Iowa

Dayton Hudson Corporation
Minneapolis, Minnesota

Hoerner Waldorf Corporaticn
St. Paul, Minnesota

International Multifoods
Minneapolis, Minnesota

Midland-Ross Corporation
Cleveland, Ohio

Prudential Insurance
Company
Newark, New Jersey

United States Steel Corporation

Pittsburgh, Pennsylvania
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Bechtel Corporation
San Francisco, California

Dow Chemical Company
Midland, Michigan

International Business
Machines
Armonk, New York

Kraft Inc.
Glenview, Illinois

Minnesota Mining and
Manufacturing Company
St. Paul, Minnesota

Rockwell International
Research Center
Pittsburgh, Pennsylvania
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CIVIL SERVICE REFORM ACT OF 1978

In October 1978 the President signed the Civil Service
Reform Act of 1978 which makes significant changes to the
Federal Civil Service. Several provisions of the act will
have an impact upon the Government's incentive awards program
--Performance Appraisals of Title II, Performance Awards and
Ranks of Title IV pertaining to the Senior Executive Service,
and Merit Pay of Title V pertaining to employees having man-
agerial or supervisory responsibilities at the GS-13 through
GS-15 level.

PERFORMANCE APPRAISAL

Title II of the Reform Act requires that most Federal
agencies develop performance appraisal systems which (1)
provide employees periodic job performance appraisals and (2)
encourage employee participation in establishing performance
standards. The results of these appraisals are to be used
along with other types of personnel actions, as a basis for
rewarding employees.

Additionally, the law states that an agency's performance
appraisal system will provide for establishing performance
standards which will, to the extent feasible, permit accurate
job performance evaluations on the basis of objective cri-
teria. These performance standards and the critical elements
of an employee's position are to be communicated to the em-
ployee at the beginning of each appraisal period. This com-
munication process is to begin as soon as practicable, but
not later than October 1, 1981,

SENIOR EXECUTIVE SERVICE

Title IV creates a Senior Executive Service which will
include about 8,000 managers above grade GS-15 and at Level
IV and V of the Executive Schedule. These people will direct
organizational unit work; assume accountability for specific
program success; monitor progress toward organizational goals
and make adjustments when appropriate; supervise employees
other than personal assistants; and exercise important policy-
making, policy-determining, or other executive responsibili-
ties. '

To encourage excellence in performance by executives

under the Senior Executive Service, within-grade increases
are eliminated in favor of potential annual performance
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awards. Up to 50 percent of the fully successful career
executives can increase their annual earnings as much as
20 percent through performance awards.

In addition, an honorary rank can be conferred upon
by the President and a cash award given to the most effec-
tive career executives. Up to 5 percent of the career
executives can be designated "Meritorious Executive," which
which would include an award of $10,000. A person designated
as a "Distinguished Executive" would receive a cash award
of $20,000, but this title could not be conferred upon more
than 1 percent of the career executives in the Senior Execu-
tive Service. The aggregate amount paid to a senior execu-
tive-~salary, performance awards, and special senior execu-
tive awards—--cannot in any one year exceed the salary rate
established for Executive Level I.

Each agency head is responsible for establishing a
performance appraisal system for members of the Senior Exec-
utive Service. The agency appraisal is to be preceded by a
review and appraisal of requirements and accomplishments by
an agency Performance Review Board. Performance awards will
be made by the agency only after considering the Board's
recommendations.

MERIT PAY

Title V of the Reform Act requires that salary adjust-
ments for approximately 72,500 managerial and supervisory
employees in grades GS-13 through GS-15 be based on perform-
ance rather than length of service.

The new Office of Personnel Management will establish
a merit pay system for these employees. That system will
relate pay to performance by allowing agencies to recognize
and reward degrees of performance of managers and supervisors
with merit cash awards in varying amounts. At present,
periodic step increases are almost automatic for those whose
performance meets an acceptable level of competence.

The minimum and maximum pay for each grade from GS-13
through GS-15 will establish the salary "band" that will per-
tain to all employees in each grade. Specific steps within
each grade will be eliminated for employees covered by the
merit pay system.

62




APPENDIX V APPENDIX V

Funds for pay adjustments to those covered by merit pay
procedures will be derived from the system itself. When the
amount of an annual pay adjustment for all white-collar
employees is determined through the comparability process,
at least 50 percent of that amount will go automatically to
employees under the merit pay program. The remaining amount
will be combined with money which otherwise would have been
used for within-grade and quality step increases for these
employees to form a "merit pool." Merit pay increases
for supervisors and managers will be awarded from this pool.

In addition, the President and an agency head may con-
tinue to give cash and honorary awards for an employee's
suggestion, invention, superior accomplishment, special act
or service, or other personal effort which contributes to the
efficiency, economy, or other improvement of Government oper-
ations. The law increased the maximum award an agency head
and/or the President may give from $5,000 to $10,000. Awards
of up to $25,000 may still be given with the approval of the
Office of Personnel Management.
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PERFORMANCE MEASUREMENT 1/

In our March 1978 report entitled "Federal Employee
Performance Rating Systems Need Fundamental Changes"
(FPCD-77-80), we recommended that the Civil Service Commis-
sion develop a linkage between performance achievements and
incentive awards. The Civil Service Reform Act of 1978
which was signed into law in October 1978 requires most
agencies to develop performance appraisal systems which use
appraisal results as a basis for rewarding.' However, based
on agency officials' comments during this and prior reviews
and their general reluctance to establish a linkage, we
believe agencies perceive conceptual or technical barriers
to implementation. These barriers are generally embodied in
statements that Government operations are "not appropriate”
for measuring employee performance. The purpose of this
appendix is to demonstrate that performance measurement can
be, and has been, applied to all types of Government opera-
tions.

As was stated in chapter 2, the essential components to
an effective incentive awards program include as a minimum:

--Direct linkage with organizational goals and objec-
tives.

--An objective performance evaluation system.

—-=-Managers who know how to use, and are motivated to
use, incentive awards.

--Timely and relevant awards.

--An annual evaluation.
The last three of these components should not present diffi-
cult conceptual or technical problems for an agency's

management. In fact, these latter three components should
be accomplished by good administrative practices.

1/Examples used in this appendix are taken from a June 1973
report prepared by the U.S. Army Management Engineering
Training Agency for the joint Civil Service Commission/
General Accounting Office/Office of Management and Budget
task force on productivity.
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The first two components, however, require a competent
technical and analytical effort, and it is these two com-~
ponents that agencies' officials perceive as barriers to
implementing incentive systems. Therefore, this appendix is
intended to emphasize concepts and approaches that have been
successfully used to (1) establish performance expectations
and (2) link these expectations with organizational goals.

SCOPE OF EMPLOYEE PERFORMANCE
MEASUREMENT SYSTEMS IN THE GOVERNMENT

Numerous productivity studies conducted by the Joint
Financial Management Improvement Program and a joint Civil
Service Commission/General Accounting Office/Office of
Management and Budget task force on productivity have
some form of performance measurement. At present, 67 percent
of the Federal civilian workforce is covered by productivity
measures. A 1972 survey by the joint CSC/GAO/OMB Productivity
Task Force showed that 63 percent of the employees in civil
agencies and 45 percent in defense agencies are covered
by some type of staff planning measure. These studies have
also shown that it is both practical and feasible to use these
measures for assessing performance and planning for future
staffing needs.

RELATIONSHIP OF EMPLOYEE
PERFORMANCE EVALUATION TO
OVERALL PRODUCTIVITY MEASURES

The environment today in Federal organizations is one
of austerity. Managers are being asked to produce more with
the same, and in some cases, even fewer resources. In other
words, managers are being asked to increase their produc-
tivity. Productivity is defined as the ratio of output over
input. Output is the product(s) and/or service(s) produced
by an organization. Input is that set of resources needed
to produce the output, and includes labor, materials, rent,
and any other form of resource requirements,

Productivity measurements are mainly used at higher
management levels (i.e., above the detailed operating levels)
as a means to assess overall organizational performance.
Output measures such as pieces of mail processed or patent
disposals are useful for this level of measurement. However,
to develop useful and meaningful measures at the individual
or work group levels, more detailed work measures are used to

65




APPENDIX VI APPENDIX VI

establish standard output/input ratios. Performance is deter-
mined by comparing standard time to actual time, by employee.

WORK MEASUREMENT AS A BASIS
OF PERFORMANCE EVALUATION

Work measurement quantifies the labor resource portion
of the input needed to produce one unit of output. This
quantified value (called a standard) provides the basis for
a wide variety of labor planning and control activities, one
of which is employee performance evaluation. Without good
work measurement, management's assessment of labor perform-
ance degenerates to management guesses. Accordingly, there
is an inherent need for work measurement of some variety
in any organization.

Work measurement has been extensively used in the
Federal Government for over 25 years. It has been tried
in most Federal agencies, under varying conditions. Millions
of dollars have been spent on implementing work measurement;
thousands of analysts have been trained to establish stand-
ards; and tens of thousands of managers, supervisors, and
staff personnel from all organizational levels have attended
seminars and training courses on work measurement.

DEFINING WORK OQUTPUT

One of the most difficult aspects of performance meas-
surement is defining the proper work unit outputs to use. A
concept that has proven useful in defining work outputs at
various levels of the organization is a hierarchy of work
unit levels., A different work unit is used at each level in
the hierarchy. A simplified illustration of a typical struc-
ture of work unit levels is shown in Figure l. A pyramid is
employed to show that many different work units are required
at the detailed level with fewer units required at each suc-
cessively higher level.

Figure 2 presents an overview of the use of this typical
hierarchy of work unit levels at each organizational level.
As shown, the detail and summary levels of work units are
found at the field or operating level of the organization.
The detailed work units are selected to support detailed
scheduling and performance evaluation at the work center
level. To permit detailed scheduling, the task required to
accomplish the work unit must be performed within a single
work center. A standard is developed for each work unit
using one of the available work measurement techniques.
Typical work units selected at this level are: claims re-
viewed, reports audited, or tires repaired.
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Figure 2
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The summary work units are selected to support budget-
ing, workload planning, resource planning, performance eval-
uation, or any other managerial function requiring a summary
level standard. A standard is developed for each work unit.
Usually these standards are based on aggregations of actual
or standard earned hours. Typical units selected at this
level include: claims processed, reports completed, or trucks
maintained.

Project and program work units are also selected consid-
ering management requirements at the regional and headquar-
ters levels. The standards for these work units are used to
support the higher level budgeting, resource allocation, and
performance evaluation requirements. Standards at these lev-
els are also based on aggregations of actual or standard
earned hours.

The next step is to determine the standard time required
to produce the work unit outputs. A wide variety of perform-
ance measurement techniques is used for this purpose. These
include time study, work sampling standard data, historical
estimates, and technical estimates. The following example
illustrates a method commonly employed in developing work out-
put standards useful for assessing individual and work group
performance.

One objective of the example organization includes the
settling of legal disputes. The overall measure for this area

is "cases closed." There are several categories of these
legal disputes, thus a low level work unit may be "category
B cases closed." 1In this type of work, a case may be termi-

nated in a number of ways and after any work phase. However,
in some instances, it may be necessary for the case to be pro-
cessed through all phases prior to being completed.

Figure 3 shows an example of 100 dispute cases processed
by the organization. Over a period of time, all 100 cases
are processed through the investigation phase resulting
in 50 cases being terminated. The remaining 50 cases are
processed through the informal negotiation phase, which re-
sults in an additional 30 cases being terminated. The remain-
ing 20 cases require processing through the formal hearings
phase. Of these 20 cases, 15 cases are terminated. The
last 5 cases are completed by processing through the liti-
gation phase.

Due to the high variability of tasks required at the
detailed level work unit, this organization has chosen to
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develop historically based standards. These standards are
computed by dividing the number of staff-hours charged to a
phase of the workflow by the number of cases processed
through the informal negotiation phase. A total of 2,500
staff-hours were expended to accomplish this effort. Thus,
the summary level standard for this phase is 2,500 staff-
hours divided by 50 cases processed or 50 staff-hours per
negotiation completed.

The next level standard is computed by dividing 7,500
(the total staff-hours charged) by 100 (the total category B
cases closed). The highest level standard would be calcula-
ted similarly. Assuming 80,000 staff-hours were charged to
settle a total of 500 cases, the standard is 160 staff-hours
per case closed. The large difference between this standard
time and the standard for category B cases is due to other
categories of cases requiring many more staff hours each.

Graphically, the hierarchy of work units and related
standards is shown in Figure 4.

For hard to measure activities in which the task is
done only once, the concept of work measurement is not appli-
cable. However, other techniques can be used to assess the
performance of project or nonrepetitive work. For example,
such a system has been implemented for assessing the perform-
ance of research and development activities at one defense
organization., Although this system is not classified as a
work measurement system, it has many of the same characteris-
tics. Under this system, project work is broken down into
successively smaller units of work (called end items) and
finally into the tasks necessary to develop each end item.
This breakdown is very similar to the hierarchy of work units.
(Figure 5).

For each task, a time estimate (standard) is developed
and a work schedule established. Milestones are also identi-
fied at the beginning and/or end of each task. These tasks
represent a detailed work unit and upon completion are counted
as a measure of output. This concept is illustrated in
Figure 6.
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Figure 4
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Figure 6

JACKET DEVELOPMENT PROJECT SCHEDULE

(task completed)

TASKS SCHEDULE
H Description Jan Feb Mar April
"1~ | Review Research | 200 Hrs. o
2 | Plon Approach o100 Hrs. ®
3- | Acquire Equipment - 53{‘ : @
4- | Perform Research Time Estimate
(Standard)
. M(ilestone "
4'”“‘ stert tas
@ Milestone

IA XIANIddY

TA XIANIdAY



APPENDIX VI APPENDIX VI

A PRODUCTION INCENTIVE AWARDS PROGRAM EXAMPLE

The following detailed example illustrates how one
Federal agency is using performance measures as the basis
for its incentive awards program.

This Government organization has a mission to produce
complex reports with a portion of their direct labor person-
nel. Each report is different and requires the consolidation
of many facts. Electronic data processing and complex manual
processes are used to compile statistics. A system of engi-
neered standard time data has been developed and is used to
determine a standard time for output. The time standard is
used to plan and control work activities and also serves as
a basis for an incentive awards program. Approximately 425
personnel are covered by the incentive awards program--both
direct and indirect labor (including supervisors) are cov-
ered.

Eligibility for a production award is based on all
measured work completed during the entire period covered by
the recommendation. Work under approved standards 1is given
consideration only for the fiscal quarter in which it is
performed. In recommending personnel for production awards,
the supervisor must be certain that the employee's attendance
record, cooperativeness on the job, attitude toward the work
and associates, error rate, and other factors affecting the
organization are such that they do not offset the value of
achieved production.

Direct worker

If a direct worker meets the general requirements, he
or she is eligible to receive a production incentive award
in any of these situations:

--When the performance of the worker's group attains
or exceeds 100 percent, and the worker's average
performance attains or exceeds 90 percent, the
worker is granted a cash award in accordance with
Table I.

--When the performance of the group is 100 percent of
a group standard and the worker performs at least 16
percent of his or her time on that standard, the
worker is granted a cash award in accordance with

Table II.

1
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--When the performance of the group is under 100
percent or is unmeasured, and the worker's average
performance attains or exceeds 100 percent, the
worker is granted a cash award in accordance with
Table ITI.

Indirect worker

An indirect worker is eligible for a production incen-
tive award if he or she:

--Meets the general requirements.

--Supports a group working under a standard at least
16 percent of the time.

--Supports a grcup that performs at 100 percent or
higher.

If these conditions are met, the indirect worker is
granted a cash award in accordance with Table I.

Supervisors

A supervisor is considered eligible for participation
in production incentive awards when his or her group's per-
formance attains or exceeds 100 percent and the group has
been assigned measured work for 1,000 hours or more. Recom-
mending division chiefs and office heads are responsible for
determining which employees are to share in supervisory awards
under Table III. Such determinations are based on the distri-
bution of time between supervisory and other activities. For
example, supervisors who spend most of their time on direct
work activities would be considered for awards as specified
in Tables I or II., On the other hand, an employee engaged
primarily in supervisory and administrative tasks would be
considered for awards as indicated in Table III.

Amount of Production Savings

After the amount of the incentive award has been deter-
mined from Tables I and I1I, the savings realized by the or-
ganization can be readily estimated by referring to Table IV.
The savings shown are based on the difference in costs
between the workers' actual performance and performance at
80 percent of standard.

Budget authority

Payment of production incentive awards is authorized
by the agency's administrative manual along with other awards
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under their "Incentive Awards Program." The funding for the
production incentive program is obtained as part of a formal
budget request as submitted by the work area for the ensuing
fiscal year. The request for funds to cover the incentive
program is based on previous years' data.

Agency assessment

Agency officialS have noted that where work measurement
standards were instituted, a 25-30 percent increase in
production occurred. They stated their work measurement
standards are the most profitable investment going for them.
In one recent year, $85,000 was paid out for production
incentive awards resulting in $2,000,000 in labor savings.
They believe that work measurement results in lower unit
cost and leads to higher productivity, especially when tied
to a production incentive awards program.
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Table I: For direct workers where group performance
is 100 percent or higher,

Percent of Time on Standard l’/
Performance

% 91-100| 81-90] 71-80[61-70]51-60| 41-50| 31-40]21-30}16-20

Under 90,..... - - - - - - - - -
90-99 ,..... $ 30 25 20 20 15 15 10 10 10
100-109 ..... 50 50 4s?| 40| 30 30 25 20| 15
110-119 ..... 70 65 60 50| 40 40 30 25 15
120-129 ..... 90 85 752 65| 50 50 40 30| 20
130-139 ..... 110 105 90 70| 60 60 45 351 .25
140 & higher . 130 120 110 90| 75 70 55 40| 30

1/ Time on standard divided by time available in the quarter.

Table 2. Examples:

a. A direct worker, working 75 percent of the quarter on
standards achieves a performance of 125 percent. The
group in which he works achieves a group performance
of 105 percent. The direct worker receives an award

of $75.

b. A direct worker works in a group which has group standard
only: the group achieves a performance of 105 percent.
The worker works 75 percent of the quarter on standards.
The worker receives an award of $45.

NOTE: Numbers in the table are simulated examples
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Table I1: For individual direct workers, where group is
unmeasured or performance is under 100 percent.

For individual non-direct workers, where group
performance is 100 percent or higher.

Percent of Time on Standard l/
Performance
%o 91-100]|81-90} 71-80] 61-70{ 51-60| 41-50{ 31-40f 21-30| 16-20

Under 90..... - - - - - - - - -

90-99 ..... - - - - - - ; - -,
100-109 ..... $ 50 45 40 35 30 25 20 15 10 =
110-119..... 70 60 50 40 40 30 25 20 10
120-129 ..... 90 80 60 60 50 40 30 25 15
130-139..... 110 100 80 70 60 50 40 30 20
140 & higher. 130 110 100 90 70 60 45 35 25

L/ Time on standard divided by time available in the quarter,
Table I: Example
A direct worker works 320 hours on standard during the quarter,
or (320 + 502) = 63.7 percent time on standard. During that time
his performance on standard is 122 percent. Looking at the table
we find that the award for 63.7 percent time on standard at

122 percent performance is $60.

2/ Note: The numbers in the table are simulated examples.
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Table III. Supervisor Incentive Award Table for Intangible Savings
(Award to be divided among the supervisors of earning group)

Hours on Performance
Measured Work 140 &
100-109 110-119 120-129 130-139 Higher

1,000 - 1,500, ........ 25 35 45 55 65
1,501 - 2,000...... 35 45 60 70 80
2,001 - 2,500......... 45 50 80 100 110
2,501 - 3,000....... .o 55 60 100 120 140
3,001 - 3,500....... . 65 80 110 140 170
3,501 - 4,000....... .. 5 100 130 160 190
4,001 - 4,500...c00... 85 110 150 180 220
4,501 - 5,000....... . 95 120 170 210 250
5,001 - 5,500......... 100 140 190 220
5,501 - 6,000......... 115 160 210

6,001 -~ 6,500........ . 120 170 610
6,501 - 7,000, ........ ' 130 640
7,001 - 7,500........ . 140 670
7,501 - 8,000......... 580 690
8,001 - 8,500......... 500 €05 220
8,501 - 9,000....... 405 520 635 750
9, 001 410 530 650 770
430 550 670 805

....... 440 570 700 820

....... 460 590 710 850

470 610 720 880

17,500, ...... 345 490 630 750 910

17,501 - 18,000....... 355 500 640 790 930
18,001 - 18,500....... 365 515 660 810 960
18,501 - 19,000....... 375 530 670 820 980
19,001 - 19,500....... 385 540 700 850 1010
19,501 - 20,000....... 400 560 720 860 1040

Table 3 example:
A supervisor of a unit consisting of four employees has 1,250 hours worked on

standard during a quarter. The group performance on standard for this unit is
115 percent. Table 3 indicates for I, 250 hours at 115 percent, a supervisory

award of $35. )
NOTE: Numbers in Table are simulated examples.
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Table IV
Table for Determining Average Savings
from Award Amounts

NOTE: Numbers in
the Table are simulated
examples.

81

| __Incentive Award Savings $

Table I Table II

15 15-20 200

20 25 330

25 30 440

30 35 540

35 10 630

40 45 742

/ -

80 85 1550

85 : 90 1600

90 95 1800

95 100 1850
100 105 -

105 110 2000
110 115 2100
115 120 2200
120 125 2400
135 140 2600

—
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UNITED STATES CIVIL SERVICE COMMISSION IN REPLY FLEASE REFER TO

WASHINGTON, D.C. 20415

DEC 18 1978

YOUR REFERENCE

Mr. D. L. Scantlebury
Director, Financial and General
Management Studies Division
General Accounting Office

Washington, D.C. 20548

Dear Mr. Scantlebury:

We have read with interest the draft report on "Improving Productivity
Through the use of Incentive Awards," and offer these comments concerning
the findings cited and the recommendations made.

We agree with the study's finding that the effectiveness of the Federal
Incentive Awards Program in contributing to improved Government operations
can be increased significantly. The components cited as being essential

to effective agency awards programs include those that the Civil Service
Commission has been working with agencies for a number of years to put into
effect. Now, with the impetus of the Civil Service Reform Act, we believe
there is a more solid basis for directly linking pay and monetary rewards
and performance through the performance standards/performance appraisal
process. However, much effort on the part of OPM, the agencies and their
managers, supervisors, and employees, will be required to make it work.

While agreeing with the report's principal findings and recommendations,
we do not concur with the following:

o The Federal Incentive Awards Program has had 1ittle impact on
imoroving productivity. During the past three fiscal years,
first year measurable benefits from employee achievements beyond
job responsibilities (excluding suggestions) averaged $156 million
(additionally, well over 100,000 employee contributions each year
had benefits in such areas as science, medicine, safety, and
national security which cannot be measured in precise produc-
jvity terms.) ‘

o managers and supervisors generally are not motivated to use
Tncentive awards for increasing productivity. Approximately
807 of the supervisors responding to the GAD questionnaire
indicated that monetary or honorary recognition or other
recognition motivated their personnel to do a better job. And
81% of the supervisors agreed that monetary awards are effec-
tive in motivating people to improve their performance.

THE MERIT SYSTEM~—A GOOD INVESTMENT IN GOOD GOVERNMENT
9/76 CON 114-24-3
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Further, during the past several years supervisors and
managers have been sufficiently motivated to grant employees
an average of over 180 thousand cash awards and approximately
50 thousand quality increases each year (Annually, about

1 out of 11 Federal employees 1s recognized for contributions
beyond job responsibilities, that resulted during the past
three years in tangible benefits to the Government of $868.8
million, including suggestions)

o employees generally do not have a high regard for the pro-
gram, Specifically, the report states that "...sixty-one
percent of the employees said their agency's awards program
does 1ittle, if anything, to affect their job motivation.”™

The question asked was "Does the fact that people in your
agency periodically receive awards affect your job motiva-
tion? That is, does your job motivation improve, decline,
or show no change?” Sixty-one percent replied that their
motfvation changed "1ittle or not at all." This, to our
way of thinking, is basically a neutral rather than a nega-
tive response and not surprising in light of the fact that
substantially less than 20% of those responding had been
recognized during the past two years. Alco, we believe that
some workers perform at their highest Tevels regardless of the
monetary incentives that may be present.

o No agency plan has ever been determined to be in
non-compliance with the regulations or been returned for
any reason, Between September 19//7 and March 19/6 the
Commission contacted three agencies expressing concern
that their awards plans or program conduct were not in
compliance with Commission regulations or guidance.

o The conclusion, “The fact that Federal managers and super-
visors rely more on promotions and guality step increases
to reward employees for above average performance 1s a
further indication that the Government's inceniive awards
program has limited motivational impact and that awards
program requirements are perceived as 1nhibiting.” While
it generally 1s true that both supervisors and employees
perceive promotions and QI's as being the most beneficial
and thus the most desirable form of recognition, super-
visors respondin? to GAO's survey questionnaire indicate
they consider QI's, Special Achievement Awards, and
Promotions, to be about equally motivating (92%, 90%, and
95%, respectively). Also, Government-wide statistics
indicate that the QI consistently has been used with less
frequency than Specfal Achievement Awards. (A usage
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factor over the last four Fiscal Years ranging from 3.5

to 4.6 per 100 employees for Special Achievements versus
one of 3.1 to 3.6 per 100 for QI's). Additionally, most
supervisors consider a quality increase to be an "award,"
and generally know that the documentation requirements

for a QI are more demanding than for a special achievement
award and that QI's are processed through awards program
channels, therefore we do not believe they "rely more on
quality step increases" because they "perceive awards
program requirements as inhibiting."

o The recommendation that the Chairman, Civil Service Commis-
sion be authorized to suspend an agency's authority to grant
cash awards. We feel this recommendation is not consistent
with the new OPM's policy of decentralization and delegation
of greater authorities to agencies. While this would provide
a means of assuring agency compliance with award program
requirements, we believe that compliance can be obtained by
other means such as OPM's "outreach" to agencies in the form
of guidance and technical assistance in developing programs;
through improved training for supervisors, managers, and
incentive awards program personnel; and through the require-
ments for reports to be made to the Congress on the effec-
tiveness of merit pay and SES on productivity, which will
focus agencies' attention on conducting effective recognition
programs. Also, where the Commission's Bureau of Personnel
Management Evaluation finds that an agency's awards program
is not being conducted in accordance with regulations and
guidance, the Commission will take appropriate corrective
action.

o Delete provisions which suggest appropriate cash award amounts
for different grade levels. Study findings indicated that 16
percent of the supervisors responding to the questionnaire
indicated that Commission regulations restricted revision to
their awards program; another 31 percent indicated that
Commission regulations probably restricted such revision.

In our opinion, these figures are not unusally high, Since
July 1973 departments and agencies have had much wider lati-
tude in the development or modification of cash awards and
awards scales and much wider discretion in granting awards.
At that time, as part of an effort to provide opportunities
for bilateralism in personnel policy setting, the Civil
Service Commission changed many of the previously regulatory
aspects of the Federal Personnel Manual to guidance. As a
result, half of the large departments and agencies and over
one-third of the smaller agencies have departed from the
guidance material in the FPM to establish their awards
scales (typically increasing the dollar amount of awards

to make them more meaningful to both the organization and

to the recipient). While we agree that there needs to be
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much better orientation and training of supervisors and
managers concerning their use of awards authorities, it
currently is within agencies' prerogatives to establish
their own scales of awards, We believe there is need to
(1) provide agencies the necessary technical assistance
to do this and (2) update the guidance material in the
FPM to provide a sound basis for agencies' use in consid-
ering what changes in their awards policy, if any, are
needed.

o GAD analysis also showed 16% of the average performers
received awards, but that most above-average performers
did not. The results of the sample analysis, described
in the report as "indicators of an ineffective program,"
are atypical of Government-wide experience. Information
provided with FY 1977 annual reports by 13 agencies
{employees of which comprize 499 of the total Federal
civilian population) shows that 30.6% of employees rated
"Outstanding” received further cash recognition--12.9%
through a quality increase and 17.7% through a Tump sum
cash award., Additionally, FY 1978 statistics {of nine
agencies reporting to date) show that 40.5% of employees
rated outstanding received further cash recognition--24,5%
through a quality increase and 16.1% through a lump sum
cash award, These figures do not include those above-
average employees who received promotions which recognized
their superior performance. Nor do we consider the fact
that some employees rated "average" or "below average"
received awards to be an indicator of an ineffective pro-
gram, Criteria for a special achievement award for
sustained superior performance require that only one
aspect of performance be superior, and for a special act
or service, the contribution being recognized need not
relate to the employee's performance of assigned duties
and would, therefore, not be expected to relate to the
employee's performance rating,

o Neither the Commission nor the individual agencies,,.are
annually evaluating the awards program..., 1he report
impTies that the Commission evaluatijon coyerage of agency
awards programs has been insufficient, stating that ".,,
no special evaluations have ever been made by the Commis-
sion of an agency's incentive awards program," While it
is true that Commission special evaluations are Jimited
to coverage of certain segments of an agency's personnel
program, very rarely would a special evaluation be limited
to a single program area, as implied in the report, Be-
cause most individual personnel programs interrelate so
strongly with other personnel areas, they cannot be effec-
tively reviewed in a vacuum. In most cases, we find it
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necessary to adopt a systems approach to program review:
assessing the impact the particular program has on comple-
mentary personnel areas and determining the total contri-
bution that the program and those related to it make to
mission accomplishment. This is especially true of the
incentive awards program, which cannot readily be sepa-
rated from the performance evaluation program. Beyond
this, assessment of the particular contribution the
agency's incentive awards program makes toward the general
area of productivity, requires assessment of the relative
contribution to productivity of other personnel programs
such as: employee management relations, staffing and
promations, physical working conditions, and training.

The Commission has conducted numerous evaluations of
incentive awards programs during recent years, during gen-
eral and special evaluations and as part of our participa-
tion in agency-led reviews. Typical of Commission coverage,
our smallest region, Seattle, conducted nine general eval-
uations during FY 1977 and FY 1978 and these evaluations
included coverage of incentive awards programs. We intend
to continue working toward improvements in the manner of
our evaluations and their benefits tc agency's programs.
In February 1977, quidelines for incentive awards program
coverage were revised, providing for the assessment of
program effect on employee productivity and overall agency
goal accomplishment. Also, beginning in 1979, a new
employee attitude guestionnaire, administered as part of
our overall agency personnel evaluations effort, will
include several questions which pertain specifically

to employees' knowledge and views of their agency awards
program, Further, we are completely revising the Commis-
sion's evaluator's Handbook which wiil include incentive
awards program guides.

o The recommendation that the Chairman propose legislation
which would repeal Section 5336 of title 5, USC, which
provides authority to grant additional within-grade
increases 1in recognition of high quality performance.

We believe this would deprive managers, of a very useful
tool for motivating and rewarding excellent performance.
A 0SI can be very effective if employer and employee
understand its purpose. It is rewarding and motivational
in that it allows high performing, "fast-track" new
employees to progress more rapidly to the going rate,
j.e., middle salary range, of the grade and it permits
the experienced and sustained high performer to advance
above the going rate at a faster pace than the usual
progression. Thus, the QSI can be used to motivate,
reward, and retain high quality employees.
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In addition, we offer the following reactions to several study findings:

0 A high percentage of employees...thought cash can be effec-
tive reward 1f the amount is large enough to make a difference
to the individual. While €6% of employees surveyed indicated
that amounts of cash awards currently being granted were
marginal or inadequate, 49% also indicated that 1 week's salary
would be considered appropriate. Current FPM guidance, follow-
ed by somewhat less than two-thirds of Government agencies,
provides for a range of 1.1% at the lower grades, to 1.5% of
base salary. One week's pay, on the other hand, would average
1.9% of base salary, or between .8% and .4%, respectively,
above current FPM guidance. However, in order to make incen-
tive awards more meaningful and more equitabie in relation
to those provided under the Reform Legistation for other
employees, we intend to proceed with new FPM guidance which
would raise the amounts of performance awards.

o Neither the agencies nor the Commission maintain records
from which program administration costs can be readily iden-
tified....  The most recent estimate of Government-wide
administrative costs for fiscal year 1966 were estimated to
be about §12.3 mitlion. While this is true, it should be
noted that attempts have been made to establish administra-
tion costs. And while these have been unsuccessful to date,
because of differences in program administration throughout
Government, a further attempt is underway. We wish to point
out that, by estimating administration costs {using the 1966
figure of $12.3 million and building in interim estimated
cost of 1iving increases) there still is a net return to
the Government of tangible benefits at the rate of almost
$4 for every $1 granted in awards, as well as intangible
benefits.

o Incentive Awards Qfficer could provide more assistance,
We agree generally that Incentive Awards Program Administra-
tors could provide more assistance but we also feel the
report should address agency management's responsibility to
allocate adequate staff resources to the awards program. Our
studies show that only about 13% of awards program personnel
are permitted to spend more than 50% of their time on the
program and that the average experience factor is 3-5 years.
Agency management generally views the awards program function
as primarily a clerical operation and declines to assign the
program a high staffing priority. In many instances, the
person officially assigned responsibility at the professional
level is in the employee relations or other personnel field,
and faces the deadline demands of grievances, appeals,
placement, and labor-relations matters and therefore dele-
gates to clerical or secretarial personnel all but the
"must,” (i.e. highest-level) awards program responsibilities.
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In other instances, agency management staffs the position
with trainees or interns under the guise of "training assign-
ments,"” resulting in an erratic program with no continuity.

This office has attempted to provide quidance to agencies on
the staffina of incentive awards positions. As a result, a
sample position description now is incorporated into the
Handbook and Guide which incTudes the qualifications and
performance factors recommended in your report. Currently,
the Commission is developing updated guidance in the form

of representative position descriptions for various organiza-
tional levels.

In view of GAO's findings regarding program staffing, and our
experience, we strongly urge that you consider adding to the
criteria for an effective program a requirement that agency
heads provide adequate awards program staff support, (both in
quantity and quality} to assure that employee contributions
are recognized promptly in order to comply with 5 CFR 451.204
which requires that they "...assure maximum employee partici-
pation...obtain all possible benefits to the Government."

0 Managers and supervisors generally...have not received the
necessary technical assistance and training to enable them
to use incentive awards for increasing productivity. While
we agree that a great deal more needs to be done in this re-
gard, improvements are being made. A survey, conducted by
the Civil Service Comission in 1976, indicated that 64% of
agencies were providing incentive awards training for super-
visors and managers and executives, Ninety seven percent
were using the Supervisor's Guide, published by the
Commission, which includes mention of the relationship
between productivity and incentive awards, as does a simi-
lar publication for management and executive levels and
other written and audio-visual training materials., These
pamphlets also stress the relationship between performance
and reward and the importance of prompt recognition,
publicity, and integrity of the program, In addition to
making these trajning materials readily available, the
Commission has worked with the Departments of Navy, HEW,
Commerce and Treasury to develop special award programs
for employees in production operations,

We appreciate this opportunity to offer our reactions to the draft report
and look forward to further discussions with GAO staff so that full bene-

fits can be derived from this study,

Sincerely yours,

(91043)
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